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§2 XpE ORGANISATION OF MONEY 


CHAPTER IV 

THE QUALIFICATIONS OF MONEY 

TI I Prefatory Note 

Having considet d the position of money m economic life, the 
concept of money and its functions, we now turn to a study 
of its concrete forms and its orgamsation mto co-ordinated 
monetary systems 

The degree of uniformity found in the theoretical concept of 
money is in direct contrast to the mamfold forms in which this 
concept IS manifested m actual practice The money of every 
State consists of a number of substances of different kmds and 
different forms, of matenals welded mto an artifiaal entity, each 
umt of which embodies one and the same monetary idea The 
whole IS a product of histoncal development for which — apart 
from certain arbitrary incursions of pohtical powers and their 
agents — changes m economic intercourse and its needs have 
supphed the decisive motive force The economic state of a 
country at a given time and its needs have a natural tendency to 
adapt to themselves the concrete forms m which money appears 
Every systematic incursion by the State and its legislation into 
the sphere of the monetary system must have for its purpose, 
so long as it is not made in pursuance of aims which he outside 
the monetary sphere, the shaping of the concrete forms of money 
so that these may fulfil as far as possible all the requisite functions 
and suffice for the economic reqmrements of the country 

A consideration of these conditions and requirements forms the 
bndge between the study of the concept of money and its functions, 
and the examination of the concrete forms m which the concept of 
money is translated mto a completely self-contamed system 

^ 2 General Qualifications which Money must Possess 

In this chapter we can revert to some of the points already 
discussed m the histoncal part of this book, particularly to the 
exposition of those properties of the precious metals which 
appear to make them more smtable than any other economic 
objects as raw matenal of money Leaving aside for the 
moment types of money made of substances of no intnnsic 
value, we would recapitulate the advantages enjoyed by the 
precious metals as raw matenal for money of actual mtnnsic 
value The function of money as a medium of transfer of 
wealth from person to person presupposes a confidence m the 
stability of its purchasing power, and this stabihty exists to a 
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large extent in the case of the precious metals The transfer 
should be an easy one — ^that is, the objects of transfer should 
be capable of easy transport and should be convenient to handle 
This is a qualification possessed only by such objects of economic 
mtercourse as have a high value combined with small volume 
and weight Moreover, it is necessary to represent values of 
arbitrary amounts by means of money, and this imphes that 
the money substance should be easily divisible and plastic 
The money substance must also have a high degree of resistance 
to all kmds of destructive influences It must not suffer damage 
in transport, and it must, as far as possible, preserve its con- 
stitution unchanged and maintain its value in the hands of the 
person who accepts it The more extensive the field of economic 
mtercourse, the more general must be the desire for the sub- 
stance, as only by its means can transfers of value be effected 
over considerable distances These are, on the whole, the 
quahfications which even to this day are possessed by the precious 
metals to a greater degree than by any other economic goods, and 
it IS to these quahfications that even to-day money finds 
its ideS embodiment m such metals 

On the other hand, there are certain general quahfications 
which the precious metals do not m themselves possess and 
which necessitate special arrangements Facility of transfer 
does not only depend upon techmcal factors concerning transport, 
factors which to a large degree are satisfied by uncoined metal 
Certain mentjd operations must also be reckoned with in these 
transfers The ascertainment of the constitution and weight 
of an object to be transferred should not necessitate a troublesome 
and inconvement process These factors should be easily dis- 
cernible Nor should comphcated calculations be required in 
order to represent specific magnitudes of value in the money 
substance, this shoidd be made possible by a simple countmg 
of pieces, similar to one another, or standing to each other m a 
simple relation of value Coins consisting of metal discs mscnbed 
with specific signs, uniform m pattern, easy to handle, and endowed 
with definite current value have overcome the difficulties under 
discussion The general quahfications required by the money form, 
to satisfy which corns were first created, have secured for minted 
metals a sjpecial place amongst the forms m which money appears 

f 3 Conditions underlying the predominant Employment 
for Money of various Substances 

Withm the limits just descnbed the economic requirements 
affecting money vary, therefore, with the particular economic 
conditions of each case Individual metals which throughout 
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the ages have served as money substances, and continue to serve 
this purpose, have not at all times been, and are not even now, 
adapted to such use m the same way m all countnes Copper, 
silver, and gold, which are most usually employed, have at 
different times, and one after the other, enjoyed predoimnance 
as money substances In many countnes they have done so side 
by side It has long been recogmsed that the temporal changes 
and the local differences m the employment of the mdividual 
metals for monetary purposes are the result of deep-rooted 
causes, and a cursory study of history may lead us to conclude, 
with Lord Liverpool,^ that the general tendency is for nations 
as they progress economically to pass from the less costly to the 
more valuable matenals for their money substances Thus, m 
so far as metallic money is concerned, we ought to find that, with 
economic progress, copper and the other base metals, such as 
tm and iron, are dnven out of circulation by silver, and silver in 
its turn IS driven from its position of dominance by gold 

On closer examination, however, we find that the change m 
the employment of these metals for monetary purposes cannot 
be accounted for on the basis of this simple formula, for were not 
the first coins struck gold coins, and do we not even in the case 
of the less ancient nations find copper money used later than the 
penods m which it can be proved ttat silver and gold money was 
already m circulation? 

It IS true that we can estabhsh a general relation between the 
specific value of the money substance on the one hand, and, on 
the other, the volume of transactions and their spatial extension, 
effected by money at a given stage of economic development 
Where a few silver corns are sufficient to provide the wherewithal 
for a family for a fairly long time, and where the daily wage of a 
labourer amounts to a few copper pence, there gold cannot m 
general take any large share in the circulation Where, on the 
other hand, the turnovers and payments to be effected by money 
require such large quantities of silver corns that the transport 
and transfer of these becomes mconvement, we have conditions 
suitable for a preponderating use of gold corns Agam, where 
the monetary transactions are limited to a narrow area, there 
the use of media of pajment of lesser mtrmsic value wiU m 
general be found less mconvement than m the cases where it is 
necessary to send money over long distances 
But neither the volume nor the spatial extensions of transactions 
are directly dependent upon the general state of economic develop- 
ment As regards the first pomt, a fundamental factor — as has 
been shown m the histoncaJ part of this book m tracing the 

^ Lord Liverpool, Cotns of the Realm, 1805 (reprinted by the Bank of 
England m 1880) 
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developments m European money conditions — ^is the extent to 
which in vanous epochs and countnes production for sale and the 
use of money have dnven barter and production for one’s own 
household into the background, withm the several economic classes 
of society As a generjil rule the progressive permeation of money 
into more and more of the lower economic strata of society may 
be regarded as a sign of economic progress The transition to a 
monetary substance of greater value, however, does not necessarily 
go hand m hand with such economic developments, but the ten- 
dency on the contrary might even be supposed to be m the opposite 
direction We need only remind the reader that owing to the 
enormous progress which monetary institutions made in European 
countnes from the beginning of the Middle Ages, the dominance of 
gold money was followed m the latter part of the Middle Ages by 
a preponderating use of silver money While wholesale trade, m 
connection with which we naturally find the first uses of money, 
implies perhaps a smaller number of transactions involving large 
values, and which consequently has use for the most vduable 
money substances, yet the lower and very extensive strata of 
economic society enter into mnumerable transactions each of very 
small amount, and the requirements of these can be met by money 
of lesser mtnnsic value But the sum total of these latter sm^ 
amounts might be considerably greater than the aggregate of the 
large-scale transactions, and the result might be that the mcreasmg 
emplo3mient of money as such might cause the less valuable money 
substance to oust the more valuable substance from the first place 
The territorial expansion of the transactions into which 
money enters may also depend upon conditions which do not 
follow absolutely from the general stage of economic development 
In a temtonally far-flung State the administrative and mihtary 
mstitutions demand money of relatively high mtnnsic value, and 
this IS the more so when conditions of economic mtercourse are 
unfavourable The foreign economic relations of a State also press 
for the employment of a money substance of relatively high 
mtnnsic value and are frequently, but by no means mvanably, 
a rehable standard whereby the level of general economic develop- 
ment may be measured In any case, their influence on the 
shapmg of the monetary system is greater when foreign trade 
exceeds the home trade m importance, and the level therefore 
of the internal economic development is lower than that of the 
development of foreign trade The greater facihty of long- 
distance commumcations by water as compared with those by 
land has frequently contnbuted, especially m the early stages of 
economic development, to the centre of gravity lying m foreign 
trade From tins pomt of view, however, it is conceivable that 
economic progress may favour the use of a less valuable metal 
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The relation between the magnitude of the transfers to be 
effected by money and the metals serving as raw matenals for 
money depends also upon factors operating on the side of the 
metals A nse m economic development and a consequent 
mcrease m the division of labour and of technical processes which 
result m more abundant production and greater turnovers, need 
not of themselves alter the relation between the daily consumption 
of the mdividual economic units and the money metal Lower 
pnces may be the consequence of greater facihty m production, 
so that both before and after the change the greater daily demand 
can be met by the same quantity of money The necessity for 
greater use of the more valuable money substance anses only if, 
as production and consumption increase, the pnces of commodities 
are not correspondingly lowered, but are even perhaps raised, so 
that the quantity of money required for the necessanes of hfe of 
the great masses of the population becomes substantially larger 
In other words, this is so only if, whilst turnovers increase, the 
value of money remains unaltered or is lowered in comparison 
with other commodities of economic intercourse 

The tremendous increase in the production of both the 
precious metals since the discovery of Amenca, and in a more 
intensified degree smce the middle of the nmeteenth century, 
has in fact resulted in such a development From the middle 
of the nineteenth century the increase in the production of silver 
naturally and necessarily tended to restnct the sphere of em- 
plo5mient of that metal as money, whereas the mcrease in the 
production of gold led to an enormous extension of the use 
of gold money The more the increased output of gold lowered 
the value of the yellow metal in relation to the daily demand 
for it on the part of the population, the more adapted did 
gold become for use as a medium of economic intercourse by a 
continually widening economic cucle The contrary was the 
case with silver The more its value, as against other economic 
goods, sank by reason of increased output, the more cumber- 
some did it become for large and medium payments Thus 
gradually it became more and more restricted to small-scale 
transactions Moreover, whilst in the case of gold the pos- 
sibility existed of its employment to a very much larger 
extent in spheres previously dominated by silver — a safety 
valve against too great a diminution of its value — the value 
of silver was adversely affected not only by the increased pro- 
duction of the metal itself, but also by the incursion of gold 
into its sphere of monetary use 

Thus in the second half of the last century the circumstances 
of production of the precious metals and the conditions of general 
economic development combmed to render gold much more 
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suitable than silver for the requirements of trade, so far as the 
greatest part of the metallic currency was concerned It was 
not a case of small differences m connection with which fashion 
and fancy might have given the impetus, the differences be- 
tween the two metals were actually so great that they had to 
be reckoned with as pnme economic factors Even according 
to the so-called “old” ratio of value, a given weight of gold 
represented in value 15J times as much as the same weight of 
silver To this must be added the fact that the specific gravity 
of gold IS to that of silver as 19J is to io|, so that a given volume 
of gold was 28 4 times as valuable as the same volume of silver 
Thus, for making a payment m silver there was required 15^ 
times the weight and 28 4 times the volume of the gold which 
would have been necessary to make the same payment — and this 
at the old ratio of value 

For the German coins which had been struck more or less on 
this old ratio, the above figures applied pretty well up to the 
begmmng of the War But in transfers of bullion, and for 
subsequent coinage of silver at full standard value, the relation, 
by the depreciation of silver, shifted very largely to the dis- 
advantage of silver The London pnce for silver of 23|d per 
ounce standard, as quoted just before the War, means that 
gold represents forty times as much value per unit of weight 
73 i times as much value per unit of volume as silver Where 
for the transport of gold a few cases would sufSce, the transport of 
a similar value of silver would necessitate a railway tram of quite 
considerable dimensions ^ 

Where the use of gold money supplemented the use of silver 
money, trade was freed of a qmte substantial dead-weight burden 
This fact was noticeable not only m connection with international 
bulhon pajrments, but it was felt even m the lowest strata of daily 
mtercourse, and the use of silver money was on the whole restncted 
to payments for which no gold corns were available This 
manifested itself with espeaal clearness in the form which the 
circulation actually took wherever trade was allowed by the 
orgamsation of the monetary system to use gold and silver money 
accordmg to its own wishes and requirements 

In Germany the market could at any time draw from the 
Reichsbank such quantities of silver money as it reqmred, and 
at the same time, as the Reichsbank accepted payments in silver 
to any amount, the market could dispose to the Reichsbank of any 
quantities of silver which were in excess of its requirements 

The amount of the silver, nickel, and copper coins of the Reich, 

^ Half a cubic metre of gold weigbrng 9 6 tons corresponded, when the 
pnce of silver was 23id , to 384 tons, te to about 38^ wagon loads of 10 tons 
each, of silver 
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which were in general circulation in the year 1913, may be esti- 
mated at about 1000 million marks as compared with about 
2600 million marks m gold coins Thus only 28 per cent of the 
metallic circulation was represented by silver, nickel, and copper 
coins, and as much as 72 per cent was represented by gold coins 

^ 4 Demand for Pieces of Money of different Values 

Although, therefore, m European civilised countnes dunng 
the given stage of development of production, consumption, and 
trade, and in the given condition of pnces, gold is better suited 
than silver for the greater part of the circulating currency, the 
monetary system cannot do with gold coins alone The most 
varied values, as well as quite small differences in value, must 
be exactly represented by coin and as this must be done with 
the fewest possible pieces of money, it means that vanous t3q)es 
of com are required which form a graduated senes In large- 
scale transactions the amounts are very great, in transactions 
amongst the masses the values and differences in values are 
very small In the old German monetary system it was a far 
cry from the note of 1000 marks to the com of i pfennig, and 
the distance separating these two could only partially be filled 
by gold money The convenience with which gold can be used 
and its capacity for employment have both a higher and a lower 
limit In amounts below some given limit, gold coins become 
too small and are too easily lost This limit of convenience is, 
of course, not definite and fixed, but varies with time, country, 
and social class A piece of gold, which on account of its 
smallness is inconvenient for the homy-handed labourer, can 
be m its proper place m a lady’s purse, and, on the other 
hand, such coins as, for example, the silver 5-mark piece, were 
largely demanded by the workmen m mdustnal districts, whilst 
they were avoided by other classes as being mconveniently 
clumsy As far as gold is concerned, practical expenence in 
Germany has shown that even the gold 5-mark piece is already 
below the lower limit mentioned above, owing to the customs 
and requirements of trade The interval from the lo-mark 
piece downwards was, therefore, filled by silver up to the pomt 
where silver, too, became mconvemently small to handle The 
silver 20-pfennig piece could not m practice be retamed m circu- 
lation — although m South Germany, where people were from the 
earhest days accustomed to small corns, this com was looked upon 
with more favour than in the North Below the silver limit 
there was still space left for the use of base metal 

In the other direction there is the limit beyond which gold is 
no longer convenient as money Large gold corns, such as the 



MONEY 


348 

50- and loo-franc pieces, formerly struck in France, were at no 
time of any real practical importance The type of the German 
20-mark piece and of the Enghsh sovereign represents about 
the maximum practical size for gold corns Large amoimts 
can, of course, be assembled by the use of these corns, but for 
very large sums paper money is umversaUy preferred There 
can be no doubt that it is decidedly more convement to carry 
on one’s person two notes of 100 marks each than ten gold 20- 
mark coins, and this is still more so with larger amounts, such 
as 10,000 marks in ten notes of a 1000 marks each rather than 
five hundred gold corns of 20 marks each 

But even for smaller amounts paper currency appears more 
convenient than metal for certain purposes For example, under 
the old German system, although metaJhc money was plentiful, yet 
Treasury notes were constantly used for pa5m3ents made by post 
It is, however, just in the matter of paper money that the habits 
of the different nations so greatly vary In countries which have 
used paper currency for any considerable time, the public grows 
but slowly accustomed to metalhc money, on the other hand, 
the Germans, accustomed to a metalhc currency, detested the small 
denomination paper notes of a gulden or a lira, which they found 
in Austna-Himgary and Italy respectively These notes, naturally, 
were not always very clean or in the best state of preservation 
As it IS impossible to satisfy the requirements of economic in- 
tercourse by the use of only one money substance, or by one type 
of money, the State, which is the controlling authority in monetary 
matters, is obliged to create from different substances types of 
money which supplement each other If money is adequately 
to fulfil its function as a medium of transfer of values, then 
the choice of the individual types, the so-called “divisionary 
money,’’ must comply with two conditions The choice must be 
such as to enable the representation of amounts of the great^t 
vanety by means of a small number of pieces of money, and at the 
same tune to ehmmate as far as possible the danger of mistaking 
for each other pieces which differ m their value These two require- 
ments are to some extent contradictory, m that one imphes a 
manifold, the other a simple division A large vanety of t5^es 
will lessen the number of mdividual pieces required for assembling 
desired amounts , but with manifold types of coinage the visible 
differences between the tjq>es become less distmct because the form 
of the corns is fixed by custom, because the corns must be small m 
size, and because there are few smtable money substances The 
happy mean can only be discovered by expenence In Germany, 
for mstance, expenence showed that the 20- and 25-pfennig 
pieces, which had previously been regarded as necessary, could 
easily be dispensed with The 20-pfenmg pieces, ongmally of 
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silver and later of nickel, fell into disuse without creating any 
noticeable void, and the nickel 25-pfennig piece introduced at a 
later date was not received with any enthusiasm 

^ 5 Technical and Esthetic Requirements 

The requirement that coins must be easily distmgmshable, 
a factor which must be taken mto account m deading on the 
divisionary types, introduces certam techmcal conditions This 
apphes also to paper tokens First and foremost the impression 
of coins must be distinct, m order to separate with ease pieces 
which are similar m size and m colour The most important 
constituent of a com or of a paper note is the value which 
it IS to represent It would thus seem particularly imperative 
to have the designation of value as clear as possible But this 
rule IS frequently broken The entire surface of coins is m many 
cases covered with portraits and heraldic designs, with more or 
less comprehensive mscnptions, whereas the designation of value 
can only be discovered with difficulty In addition to being 
distmct and clear, the impression of tiie com must be durable 
To protect coins as far as possible against wear, which tends 
to obhterate their impression and to dimmish their metalhc 
content, it is usual to add some copper alloy to the precious 
metals This alloy mcreases their resistance to wear m a marked 
degree Agam, m order to protect coins agamst abrasion, they 
are given a raised edge, and this edge is "milled” as a protection 
agamst fraudulent cutting or chppmg These protective measures 
are as much m the mterest of the State as m that of the pubhc 
But however perfect the technical safeguards may be, it is not 
possible to avoid the ultimate abrasion of corns, and the State 
must, therefore, contmually withdraw worn coins from circulation 
and replace them by new coins so as to mamtain an effective 
currency 

Connected with these techmcal questions there is another 
relatmg to the extenor of coins, which we must touch upon, 
although it belongs more to the sphere of aesthetics than to that 
of econonuc requirements It should be a matter of pnde for 
every State to mint corns of good impression and of design 
whi<± IS m good taste, and to produce them from alloys which 
not only protect the coins agamst abrasion, but enable them m 
their passage m an almost endless chain from hand to hand to 
preserve a clean and attractive appearance Paper money, too, 
ought to be of artistic and pleasing design, made of durable 
matenal, and kept m decent condition by frequent renewals No 
picture comes so constantly before the eyes and mto the hands 
of the people as the impression on the country’s coinage and the 
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impnnt on its paper money Every com and every paper note 
should, therefore, be a small and pleasing object of art The use 
of alloj^ which render the coins ugly after a comparatively short 
penod of circulation should be avoided, even for coins of small 
value An example of this was provided by the metal composi- 
tion from which the so-called "nickel corns” were struck m Ger- 
many and some other countnes This composition consisted of 
75 parts of copper and only 25 parts of mckel, and the coins so 
produced showed up very badly as compared with pure nickel coins 
such as the Swiss 20-centime pieces, the Austrian 20- and lo-heller 
pieces, and the German 25-pfennig pieces of a later date The 
disfavour with which the 20-pfennig piece was looked upon every- 
where m Germany is a proof that the pubhc are not indifferent 
to this question of aesthetics The reason why this com failed to 
estabhsh itself even less than the silver 20-pfennig piece had 
done was, first and foremost, that it combined to a pecuhar degree 
ughness in appearance with baseness of substance It is, therefore, 
clear that on this point pubhc opmion is not indifferent 

^ 6 The Necessity of a Uniform Monetary System 

The reqmrements of a monetary circulation are, however, not 
fully met by the State when merely manufactunng, or allowing 
to be manufactured and placed at the disposal of the pubhc, a 
senes of coins representing different values and produced from 
certain substances by appropnate technical processes There yet 
remains a further requirement of special importance The various 
types of money must be co-ordmated into a uniform system They 
must bear a simple and defimte relation of vdue to each other 

Money can perform its task completely and efficiently only 
when it constitutes a self-contained entity, however manifold 
may be the concrete forms m which it appears In transfers of all 
kmds it IS extremely important that everyone should be able to 
pass on any type of money which he receives, and that he should be 
able to do so, for all purposes which are fulfilled by money, at 
the same value at which he received it If the mdividual types 
of money must, before they can be used for purchases, for pay- 
ments, or for capital transfers, first be evaluated in terms of 
other types of money, or converted at vaiying rates mto other 
types, the advantages which money offers as a medium of economic 
mtercourse are restncted m degree Only when the various 
types of money represent simple and fixed fractions and multiples 
of one and the same unit, and only when, within the hmits fixed 
once and for all by the legislature (by statutory limitation of the 
legal tender powers of token corns, etc ), they can be legally, and m 
actual practice, substituted in payment one for another at their 
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nominal value m the same way as pieces of the same type 
of money, then only do we find money, m contrast with the 
multiphcity of economic goods, perfectly fulfillmg its functions 
as money, as the entity embodymg both supply and demand, for 
which all commodities of economic intercourse are exchanged 
and m which these commodities find the expression and measure 
of their exchange value In such a perfect state of the monetary 
system there anses, on the foundations of the unit of value em- 
bodied m some particular type, a rationally subdivided system 
of sinthmetical entities whose numencal connections, both up 
and down, are incorporated m the various money types The 
employment of each of the vanous t3^es m all km^ of transfers, 
as weU as the manipulation of all economic zirrangements based 
on money, is thereby facihtated m the highest degree 

It was shown m the historical part of this work that the history 
of the evolution'of money shows a persistent endeavour to reach 
this ideal state of affairs, but that, until we come to modern 
monetary systems, we do not find successful co-ordmation in a 
self-contained system of vanous t5^es of money, made of different 
substances and combined in the system m a manner conformmg 
to public requirements 

This organisation of money, both as to its nature and as to its 
structure, as well as regards its external connections, must now 
be more closely examined 



CHAPTER V 

SYSTEMS OF MONEY 

SuBSFCTiON I Currency Systems and their Subdivisions 

^ I The Conception of a Currency Standard 

The basic conception in the modem orgamsation of money is that 
of a "currency standard ” This term is used m a great many 
ways When referrmg to the most important money substances, 
we speak of a gold standard currency, a silver standard, a paper 
standard, etc Then, again, m relation to the particular State 
whose monetary system we may be considenng, we speak of the 
German, French, English, Amencan, or Indian currency standard, 
and, finally, in connection with the umt of accotmt which is the 
basis of any particular monetary S 5 ^tem, we speak of the mark 
standard, the taler standard, the franc currency standard, etc 
In this varying apphcation of the term we must at once observe 
that, m speaking of the gold standard, etc , we are deahng with a 
class concept which includes specific types of " standard currency,” 
but that, on the other hand, in spealang of a standard currency 
in connection with a particular State, or with a specific imit of 
account, we always mean a special and particular currency, which, 
as such, has its place m a defimte category of standard currencies, 
e g the gold standard, the silver standard, or some other standard 
of currency 

The concept of standard currency mcludes a specific monetary 
system in its entirety The actual concrete forms which money 
assumes in the various t37pes representmg the currency of a 
given State or of a commumty of States, are no more imphed than 
IS the pure conception of money, which is independent of the 
actual forms which it takes m particular countnes or m a particulcir 
orgamsation But by this conception of a standard we always 
visuahse a given monetary system m a given organisation m which 
the concrete forms of money are combmed m an ideal entity If, 
for example, we mention a defimte sum in German Reich currency 
or m Austnan currency — that is, of the mark or crown standard, — 
we mtend to denote thereby a definite quantity of German or 
Austnan money, and the pomt as to the specific pieces of money 
which compose or which might compose the sum m question, 
whether gold or silver coins or paper notes, is left open 'V^en we 
speak of the status of a currency abroad and of its negotiabihty on 
foreign markets, or agam of the soundness or otherwise of a 
currency, we have m mmd the entire complex of a definitely 
organised monetary system without differentiatmg the mdividual 
forms of money which appear therem Such a co-ordmation of the 
vanous pieces and of the different types of money mto a whole is 
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rendered possible only by the exercise by the State of those legis- 
lative and admmistrative functions whidti regulate and control the 
monetary system "Currency" ts thus the money of a partuular 
State or of a parttcular community of States conceived as an entity 

The conception of a currency standard accordmgly appears 
only where it has been found possible to combme the vanous 
t5?pes of money into a complete system, and we do not, therefore, 
find it in that state of the monetary S3^tem in which the vanous 
t3^es exist side by side and mdependently, a condition of affairs 
descnbed m the histoncal part of tins book as " money of account ” 

If we leave out, on the one hand, the concrete pieces of money, 
and, on the other hand, the pure concept of money, then the 
unifymg and connecting factors which remam are, firstly, the 
element of value represented in the vanous pieces of money by 
the common basis of their defimte numencal relations — ^that is, 
the value represented by the umt which is the basis of the S3^tem , 
and secondly, the formal structure of the system The factors 
conditioning the value of money, as well as the formal character- 
istics of the monetary system, thus represent aspects from which 
mdividual currencies may be differentiated and classified mto 
the different categones of currencies and of currency systems 
The first aspect is of an economic, the second of a legal nature 

*11 2 Free and Normative Standards 

In considenng the history of the development of money from 
the point of view of conditions govemmg money value, we find 
the pnncipal difference between the vanous currency systems to 
turn on the question whether the value of the several types of 
money is definitely related to the value of some third object, or 
whether no such relation exists 

Such a third object conditionmg money value m particular 
currency systems can, m practice, only be represented by the 
precious metals, gold and silver, which axe the most important 
money substances 

The relation between the value of the money substance and 
the value of money m coined form seems, in view of the small 
cost of coinage m proportion to the value of the substance to 
be corned, to determme itself We have, however, noted that 
natural abrasion and mtentional debasement of corns over a long 
penod of time did not allow of a fixed ratio of value to be set up 
or preserved between the com and its particular metalhc content 
The actual metalhc content of corns was, however, m the long 
rqn certainly a decisive factor m their value, but this natu^ 
connection between the value of the com and its money sub- 
tance was not overcome by artifiaal means until a later jpenod 
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Types of money consisting of different substances, and con- 
tmually fluctuating m their relative values, can be brought mto 
a stable relationship only when one smgle money substance is 
definitely alhed to the value of the money umt, while corns 
formed of other substances are made mdependent of their own 
substance and brought mto hne with the types of the smgle 
substance referred to 

Where this happens, money value as imphed m the nominal 
value of the vanous ts^pes of money is definitely bound up with 
a particular money metal Subject only to very small fluctuations, 
the ratio between the umt of currency and a definite quantity 
of metal generally corresponds to the ratio between the nomind 
value and the metallic content of the corns produced from the 
precious metal in question Thus, in the German gold standard 
currency, there existed between the umt of the currency, the 
mark, and It) weight of fine gold a ratio which was 

subject to variations of only thousandth parts, and the equation 
expressmg this relation was to be found agam between the 
nommal value and the gold content of the gold corns of the Reich 
The lo-mark piece contains ^j^-jth of a lb weight, the 20-mark 
piece of a lb weight of fine gold — ^that is, -rsVrtti of a 

lb in weight of fine gold per mark of the nominal value 

It has already been mentioned that with individual coins 
the relation between their value as coins and their metalhc 
content is in every way a natural one It subsists as long as the 
State which mints the coins transforms mto com any and every 
quantity of the precious metal brought to it for the purpose, 
only making a small charge called seigniorage for so doing, the 
charge being the actual cost, or very little more, and as long as 
the State in some way or other sees to it that the circulating coins 
retain approximately their full content of metal 

Free coinage and a defimte deficiency allowance, called 
“remedy,” furnish, therefore, the basis for mamtammg an mvan- 
able panty between money metal and the money corned from it 
As soon as it was foimd possible, by measures which we shall have 
to discuss when deahng with the internal machinery of monetary 
systems, to hnk up all other coins with the standard corns struck 
from the freely corned metal, the stage was reached m which the 
hnk created by free coinage estabhshed the value of money as such 
As soon as twenty i-mark pieces of silver were worth m Germany 
just as much as a gold 20-mark piece, the hnking up of gold and 
corns through the free comage of gold and through the limits of 
tolerated defiaency was as defimte for silver corns as it was for 
gold corns A defimte equation of value was estabhshed between 
German money, as such, and gold metal The value of the 
German currency umt, the mark, corresponded withm the narrow 
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Uinits of vanation already mentioned to the value of lb 

m weight of gold In Knapp's termmology gold possesses 
“hylodromy ” — i e the substance (hyle) has a ^ed ratio (dromos) 
to the unit of currency 

Currency systems m which the value of money appears to be 
linked up with a particular precious metal contrast with others 
in which there is a total absence of any more or less fixed relation 
of value between the money unit and some money substance, or 
between the money unit and any third kind of commodity TThe 
latter are systems in which the value of money is mdependent of 
the value of all other economic objects, and is determined even 
in its relation to the money substances m accordance with its 
own laws In these systems there is either (i) no free coinage of 
either of the two precious metals — as, for example, in Austna 
between 1879 and 1892,^ m India from 1893 onwards,* and 
in the Scandinavian States during the War, ® or (2) the con- 
nection of the entire monetary system with the coins minted 
freely could not be established or was not preserved — as, for 
example, where the limit of tolerated deficiency is lacking and 
the coins in circulation accordingly continue to dimmish m 
weight, or (3) as in the case of paper currencies In the first 
case — ^in the absence of free coinage — ^there is nothmg to prevent 
the value of the corned money nsmg above that of its metalhc 
content In the case of a paper currency the difference m value 
which arises between the freely coined money, on the one hand, 
and the paper money, on the other, results in practice m everyone 
making full use of his nght to pay with paper money at its nominal 
value, whilst the onginal money either disappears from circula- 
tion or else is given and received only with a fluctuatmg premium 
over its nommal value The value of the umt of money does not, 
therefore, in this case depend any longer on the original money 
metal, but on the paper money of the country, in terms of which 
the rate of exchange of the onginal metalhc money is at times 
subject to violent fiuctuations 

Thus, using as a cntenon the existence or non-existence of a 
connecting hnk between money value and a money substance, 
we can distinguish two mam groups of currency systems — nor- 
mative currencies and free currencies 

In the case of the former the precious metal with which the 
value of money is definitely linked up is called the standard or 
standard metal * 

‘ See above, p 76 • See above pp 74 75, and 200 

• See above, pp 183 190 and 217 

* We need not for the present go beyond merely establishing the 
existence of a defimte equation of value between the money substance and 
the money umt We shall reserve for subsequent discussion the question 
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f 3 The Subgroups of Normative Currencies 

Normative currencies take many forms distmgmshed from each 
other by their standard metal and by the maimer in which the 
connection between money value and standard metal is produced 
First and foremost we have the simple systems of the goU standard 
and of the silver standard The gold standard currency is the one 
m which the value of the money is defimtely related to a specified 
quantity of gold, the silver standard is that system of currency 
m which the value of the money is definitely related to a specified 
quantity of silver In accordance with what has been said con- 
c^mng the connection between money value and standard metal, 
only gold in the case of the gold standard, and only silver in that 
of the silver standard can be freely coined This, however, does 
not exclude the possibihty of coming freely from the other metal, 
trade coins which are outside the monetary system and have a 
vanable rate in terms of the actual currency of the country Both 
systems are " monometalhc,” as both are based on but one standard 
metal 

As against these we have “ bimetallic " systems in which both 
metals fonction as standard metals, either concurrently side by 
side, or, under certain conditions, alternately 

One of these systems, the parallel standard, is built upon gold 
and silver, both metals being freely coined, and each being the 
basis of Its own particular monetary system which is independent 
of the other It represents the simultaneous existence of two 
independent monetary systems of which the one is based on gold 
and the other on silver 

The parallel standard is not a case of a single uniform currency, 
but of two different and co-equal types of currency existing 
together within the same system — the one t3q)e being equated 
in value to gold and the other to silver The money does 
not here present the aspect of a smgle entity, the charac- 
tenstic of uniformity being sacrificed intentionally and of set 
purpose In every contract for pajmaent it is necessary to 
specify whether the pa5rment is to be made in gold money or m 
silver money 

The double standard, however, is based on the assumption that 
the monetary system is a single entity Both precious metals 
serve as the basis of currency, both are freely corned and con- 
nected with each other by a definite relation of value which bmds 
them into a whole This relation of value between the two 
metals determihes the metallic content of the corns struck from 

of whether — any case m which this fixed equation subsists — ^the value of 
gold 18 conditioned by that of the money umt, or vwe versa, or whether it is 
a matter of mutual mterachon 
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gold and silver, the nominal value of the corns bemg expressed 
in one and the same unit of currency Thus, for example, the 
basis of the French double standard was the equation of value 
I kg of gold =15 J kg of silver, and the unit of currency of the 
system, the franc, was taken as corresponding in value to 5 gr 
of standard silver of i^ths fineness This then gave for francs a 
gold equivalent of gr of standard gold, also of xV^hs 

fineness, which corresponded in the case of the 20-franc piece to 
a content of f ^ gr of standard gold The conception of the 
monetary system as an indivisible entity finds its expression in 
this case in the fact that gold and silver coins can be substituted 
for each other at the nominal value assigned to them, so that the 
debtor can pay in silver or in gold coins or in both, at his own 
option As, however, the ratio of value between gold and 
silver IS liable to fluctuate, the linking up of money value to 
both precious metals at the same time becomes, in practice, 
fictitious A franc cannot at the same time be worth 5 gr of 
standard silver and gr of standard gold if 5 gr of standard 
silver are not equal m value to gr of standard gold So long, 
therefore, as the ratio of value between the two precious metals 
actually subsisting in the open market does not exactly co- 
incide with the legal ratio — and such a coincidence occurred only 
quite exceptionally, at isolated points of time, in the historic^ 
examples of the double standard system — only one, but not both, 
of the two metals can at any time be the determining factor of 
money value The peculiar mechanism of the double standard 
brings with it the phenomenon that, in actual practice, the metal 
whose value coincides with that of the money unit is always the 
one which is valued too highly in the legal ratio as compared 
with the ratio in the open market It has been shown in the 
historical part of this book by a series of cases of primary im- 
portance in the history of the development of monetary systems, 
that whenever the actual ratio of value deviates appreciably from 
the legal ratio, it is the legally over-valued metal that tends to 
monopolise circulation and to dnve the other metal out The 
latter keeps away from the mints as it is worth less there than 
m the open market Coins struck from it are melted down in 
considerable quantities as the metal which they contain has, in 
terms of the other metal, a value in the open market higher 
than the nominal value of the coins In most cases the shifting 
of the actual ratio between the two metals affects the corned 
money, and a difference of value arises between gold and silver 
money which, owing to the fact that the debtor is entitled to 
make pa3nnent m the coins which abound in circulation and are 
composed of the less valuable metal at the nommal value of 
such coins, shows itself in the fact that the coins struck from 
VOL II 24 
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the more valuable metal command a premium on their nominal 
value The value of the unit of money thus comes into hne 
with that of the metal which is overvalued in the legal ratio, 
the other metal loses its importance for the determination of 
the value of money and the coins struck from it begin to 
fluctuate in value and drop out of the system 

Every change m the situation of the precious metals m the 
market, which reverses the relation between the actual and the 
legal ratios of the two metals, necessarily alters in this system the 
conditions governing the circulation, and changes the metal 
whose value is definitely equated to the value of money So long 
as the fluctuations in the ratio of value on the bulhon market 
oscillate round about the legal ratio, each metal in turn becomes 
the basis of the value of money The double standard has, there- 
fore, also been called the alternating or alternative standard In 
this connection however, it must not be forgotten that such alter- 
nation takes place only so long as the ratio of value between the 
metals m the open market fluctuates round the legal ratio in such a 
manner that first gold, then silver, appears overvalued As soon, 
however, as the actual ratio of value departs permanently from 
the legal ratio in one direction or another, the metal with the 
falling value forms the permanent basis of the currency The 
double standard then actually becomes a single standard An 
example of this is supphed by currency conditions m Mexico 
The silver standard which existed m that country up to the year 
1904 ongmated m a double standard with a relation of i 15J 
between silver and gold From the time when, m the first half 
of the seventies of the mneteenth century, the value of silver 
began permanently to remain at a level lower than this ratio, 
and tended to depart even further from it, the double standard 
became a dead letter and the actual currency was practically 
indistinguishable from a silver standard pure and simple 

“Bimetallism’ is a term which has been invented to designate 
a double standard system which was to be introduced by agree- 
ment into the most important civilised countries and would 
accordingly, it was hoped, be strong enough to make impossible 
any departure of the actual ratio of value between the two 
precious metals from that upon which the system was based 
If this expectation had been realised, then this system would 
no longer m fact have been an alternative system, but one in which 
the value of money would have been linked up with both metals 
at the same time, these metals being themselves linked together 
m one and the same unit of value The practicability of this 
system wiU be discussed m another chapter 
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^ 4 The Subgroups of the Free Currencies 

Within the sphere of free currencies we distinguish the following 
kinds — 

1 The simple paper currency in which paper notes are legal 
tender at their nominal value, and, not being convertible into 
metalhc money, the latter havmg ^sappeared from circulation 
or gone to a vanable premium, are universally used as money 
In these cases the value of the money must, when measured 
by the value of the quantity of metal on which it was onginally 
based, be subject to continual changes which show themselves 
in the quotations of the original metalhc money, or directly m 
the pnce of the onginal standard metal, or, if such pnces are 
not quoted, in the rates of exchange for foreign currencies The 
deviations of the value of the paper currency from the onginal 
value of money have no lower limit, as paper money can depreciate 
almost to zero An upper hmit for such deviation is, however, 
provided by the continuing possibihty of free coinage of the 
onginal standard metal The notes cannot nse above their par 
value in the metallic money in terms of which they are expressed, 
and the metalhc money cannot for its part nse above the value 
of the standard metal plus seigniorage 

2 Currencies with suspended or restncted coinage of the 
ongmal standard metal In practice only those currencies have 
to be considered in this connection which were onginally based 
on silver, but the money value of which has become, by reason of 
the suspension of the coinage of silver, mdependent of the con 
tmually depreciating silver ^ 

The value of coined money in these systems can nse sub- 
stantially above that of the corresponding quantities of precious 
metal, as the State does not undertake to mint coins upon demand 
for every applicant and in whatever quantities he may desire If 
there is a plentiful supply of the metal and a strong demand for 
com, the value of the coins must, as many examples have shown, 
nse above its onginal metalhc eqmvalent 

In contrast to simple paper currency systems in which the 
upward movements of money value have a fixed hmit set by 
the ongmal metalhc eqmvalent of the money mut, the currency 

* The great increase m the production of gold and the enormous fluidity 
of money which obtained m Europe during the middle of the mneteenth 
century gave nse at all events m English newspapers to a discussion of the 
suspension of gold comage The movement was not, however taken 
senously anywhere Durmg the War the Scandinavian States ceased as 
shown above on p 217 transformmg gold mto money freely and some 
difficulties arose also m Spam The end of the War, however saw also the 
end of this state of aflairs which had throughout been regarded as 
exceptional and resulting from war conditions 
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systems under discussion have on their part a fixed lower hmit 
set by the metalhc content of the circulatmg money The value 
of the Indian rupee could not, even after the suspension of free 
comage of silver, smk lower than the value of the silver contained 
m the rupee, and could only depart from its metalhc eqmvalent 
in the upward direction 

In such an orgamsation of currency a hmit may be set to the 
upward movements of money value by allowing free coinage of 
that precious metal which had not heretofore been a standard 
metal, and by giving the coins so struck legal tender quahty at 
a specified nominal value side by side with the old money The 
same result can be got by more complicated measures 

Thus, for example, there was no limit to the possible increases 
m the value of Dutch money after the suspension of the free coinage 
of silver, so long as the free coinage of a legal tender com, repre- 
sented by lo-guilders gold, had not begun Again, when the free 
coinage of silver in India was suspended, the possible increases in 
the value of the rupee were definitely limited in advance by the 
mints receiving simultaneously with the order for the suspension 
of free coinage of silver (June 1893), an order to give fifteen rupees 
per sovereign in exchange for deliveries of English gold money 
From that time onwards — ^that is, for more than six years before 
the sovereign was made legal tender in India (September 1899), 
the value of the rupee in Enghsh money could not nse above 
of a pound sterhng, * e above i6d In this way Indian money 
was given an upper hmit of value, regulated by the value of 
Enghsh money, which, in turn, was hnked with gold by way of the 
free coinage of gold 

If the value of money m these currency systems remains per- 
manently at its upper limit, gold appears, in practice, to be ]ust 
as much the basis of the value of money as silver does m a double 
standard system when silver contmues to depreciate So long 
as gold corns are not admitted into the system as legal media of 
pajnnent, as was the case in India before September 1899, the 
money value is in these interesting circumstances conditioned by 
a metal which is not actually in circulation as currency, and the 
monetary svstem appears as a gold standard currency without 
any gold money 

3 The third kind of system is a remarkable combination of 
the two which have just been examined, and consists of a paper 
currency with suspended coinage of the ongmal basic standard 
metal In such a system an mconvertible paper currency, the 
value of which can fall to an unlimited extent below its original 
metalhc equivalent, exists concurrently with a suspended or 
restncted comage of the ongmal standard metal which allows 
of mcreases in the value of money over and above the erstwhile 
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metallic equivsdent — ^such mcreases being in fact unlimited, 
so long as no limit has been set in the manner indicated above 
A typical example of this is the Austnan currency from 1879 
onwards In that currency mconvertibihty continued in opera- 
tion and the free coinage of silver was suspended Consequently 
no hmits in terms of the value of a third commodity were set 
to the value of money in either an upward or downward direction 
This contmued until the year 1892, when gold coins with free 
comage were introduced as full legal tender 

^ 5 Differentiation between Currency Systems on the 
Basis of their Formal Characteristics 

The course pursued by the value of money, which is the basis 
of this classification of the currency systems, is very largely con- 
ditioned by the formal construction of the monetary apparatus 
which — as has already been mentioned — can also be made the 
starting-point for a classification of the currency systems The 
existence or non-existence of free coinage for one or other of the 
metals, the existence or non-existence of a legally fixed relation 
between the nominal values of silver money and gold money when 
both metals are freely coined, the convertibihty of paper notes, 
and, finally, the legal tender power of the money struck from 
one or other of the metals — all have a beanng on the course 
pursued by the value of money From this it might appear that 
the classification based on the legal constitution of the monetary 
apparatus ought to coincide in all respects with that based on the 
course taken by the value of money Such a coincidence exists, 
however, only in a general way In matters of detail, the legal 
classification differs from the economic in those systems in which 
the value of money has a certain amount of elbow-room withm 
the outhnes fixed by the legal constitution of the monetary appar- 
atus, so that the actual course of the value of money is deter- 
mined by certain factual conditions l5nng outside the scope of 
the monetary apparatus It must be observed that in descnbmg 
some important categones of currency systems, the legal classi- 
fication uses the same terms as does the economic classification, 
the starting-point of which is money value, although it happens 
occasionally that some particular currency, actually m existence, 
must be placed m a legal class differing from the economic class 
This has led to some confusion and controversy, opinions have 
moved on two different planes, while at the same time it has been 
agreed that from a combination of both aspects, which must be 
kept separate theoretically, a classification and defimtion of the 
various currency systems can be obtamed which suffices for 
practical requirements 
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Of the legal charactenstics, the most important is that of legal 
tender, which we have already descnbed as the fundamental 
property of money m the more restncted legal sense In a 
classification of currency systems, from the legal point of view, 
this charactenstic must be tiie starting-point, oBier characteristics 
bemg considered merely as modif3ang factors 

This leads to a fundamental division based on whether metalhc 
money only, and side by side with it perhaps paper notes con- 
vertible into metalhc money, or whether only inconvertible paper 
money, constitutes the legal medium of payment, tea. division into 
the metallic standard and paper standard currencies 

The metalhc standard currencies can be further subdivided 
accordmg as corns made of one of the two precious metals or both 
of them are the only full legal tender The former are "mono- 
metalhc,” and the latter bimetalhc money systems If gold 
corns only are full legal tender, the system is one of a gold standard , 
if only silver corns are such, the system is one of a sfiver standard 
In the case of the bimetalhc systems a distinction must be drawn 
between those m which coins struck from both metals are, for 
purposes of payment, mterchangeable at a legally fixed ratio of 
value and those in which this is not the case The former are 
double standard, and the latter parallel or alternative standard 
systems Further modifications anse from the existence or non- 
existence of the free right of coinage The only practical cases 
to be considered in this connection are those m which free comage 
of the standard metal has been abolished and m which a double 
standard is suspended in the case of silver The former system 
may be descnbed as a silver standard with a restncted coinage, 
the latter system may, from the legal point of view, be more 
correctly designated as an incomplete double standard, but is, 
m fact, frequently called “a hmpmg gold standard,” ^ a term 
which stresses, as against the most essential legal charactenstic, 
namely, the full leg^ tender powers of coins of both metals, the 
economic consideration that the value of the money is hnked 
up with gold This connection with gold is, nevertheless, not 
absolutely secured merely by the free coinage of gold It is 
also, in practice, necessary that the silver coins of full legal 
tender, the free coinage of which has been suspended, should not 
take up too much of the circulation Otherwise the possibihty of 
a difference m value ansmg between the silver and gold corns 
cannot be excluded, and such a difference must, m view of the 
fact that silver coins are of full legal tender at their nommal 
value, necessarily take the form of a fluctuatmg premium upon 
the gold coins the value of money bemg thus detenmned by the 
silver corns, the value of which can vary withm the hmits provided 

* Stolon bottmx 
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by their own silver contents and the gold equivalent of their 
nominal value Such a hmpmg double standard can, therefore, 
be regarded, from the point of view of money value, as both a gold 
standard and a free standard 

6 Collation of the Currency Systems of Practical 
Importance 

Taking the economic and legal charactenstics indicated above, 
and summarising them as apphed to those currency systems which 
are of practical importance, we obtam the following classification 
which IS sufficient for practical purposes 

1 The Simple Gold Standard — This is the currency system m 
which there exists an equation of value between the money unit 
and gold, m which only gold is freely coined and only gold coins 
— ^though possibly also paper notes convertible into gold coins 
— ^are full legal tender 

2 The Limping Gold Standard — Here the conditions are the 
same as m the case of a simple gold standard except for the exist- 
ence as full legal tender, side by side with gold corns, of certain 
silver coins not freely corned 

3 The Silver Standard — In this system there exists a fixed 
relation of value between the money umt and silver Silver is 
freely coined and only silver coins are full legal tender In so 
far as gold coins eire available, such coins stand outside the 
silver standard system as trade coins with a fluctuatmg rate of 
exchange 

4 The Double Standard — Gold and silver are both freely 
coined Corns of both metals are full legal tender and can be 
substituted for each other at a defimte face- value, bemg a relation 
based on a legal ratio of value between gold and silver The 
money unit is at all times equated m value to the metal which is 
overrated in the legal ratio of value, as compared with the ratio 
obtammg on the market 

5 Parallel or Alternative Standard — Gold and silver are both 
coined, and the coins of both metals are legal tender They 
stand to each other, however, not m a legcilly fixed relation 
of value and are not mterchangeable as full legal tender coins 
AU contracts of payment must, therefore, be expressed m terms 
of either gold or silver money The value of the gold corns is 
hnked up with that of gold, and the value of the silver co ins 
with that of silver 

6 Silver Standard with restricted Coinage — In this case the 
value of money can rise above that of its ongmal silver eqmvalent, 
and can do so with or without hnut 

7 Paper Standards — In these cases inconvertible paper notes 
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are legal tender side by side with the original metallic currency 
The value of the money can move freely below its ongmal 
metallic equivalent If the free coinage of the ongmal standard 
metal is stopped, the movements of money value have no lumt 
in the upward direction 

Subsection II The Internal Organisation of Monetary 

Systems 

^ I Unit of Account, System of Account, and Divisionary 

Money 

The internal orgamsation of a monetary system is a structure 
systematically biult up from a number of types of money repre- 
senting different values This structure, certain parts of which 
we have had to consider, must now be studied as a whole 

In all cases which occur in practice we deal with money in 
specific sums in specific quantities, and not simply with money 
per se Money, like all quantitative conceptions, such as length, 
weight bulk, can only be expressed by a multiple or a fraction 
of a fixed unit In our systems of hnear measures a specific 
length, such as the metre or yard, functions as a unit in which 
all lengths can be expressed, just as in our system of weights a 
specific weight quantity, such as the gram, is the unit or stan- 
dard by which all quantities are measured In the same way 
money requires a specific quantity to serve as the unit in terms of 
which all sums of money can be expressed This unit on which 
the monetary system is based is called the umt of account or the 
monetary umt, or, as all other economic values are habitually 
expressed in money, the unit of value 

The unit of account has in the various monetary systems 
different names and represents different quantities of value 
Thus, for example, m the German monetary system it is called 
the "mark, ’ in the French, Belgian and Swiss systems the 
"franc,” in the Italian the "lira,” m the Dutch the "gulden,” 
in the Russian the "rouble,” in the Austrian the "krone” or 
"crown,” in the English the "pound sterhng,’ m the American 
the "dollar,’ and so on 

Just as from the umts of length, measure, and weight, multiples 
and subdivisions are formed (centimetres, kilometres, decalitres, 
hectolitres, milligrammes, kilogrammes, etc ), so this is done 
in the case of the unit of account m monetary systems The 
numencal construction of the divisions, that is to say the system 
of account, vanes with the monetary system But as in the 
continental system of weights and measures, so here the decimal 
division has m recent tunes been the most commonly adopted 
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The mark is divided into 100 pfennigs, the franc mto 100 centimes, 
the gmlder mto 100 cents, and the dollar mto 100 cents On 
the other hand, the Prussian taler contamed 30 silver groschen 
and the silver groschen had 12 pfenmgs The South German 
gulden had 60 kreutzer The Enghsh pound sterling is divided 
mto 20 shilhngs and the shilhng mto 12 pence The advantages 
of the decimal system consist m the extraordinary ease with which 
calculations can be made, and as calculations are amongst the most 
important operations connected with the use of money, this greatly 
facilitates the general use of money The connection between 
the earher systems of account and the numbers which are involved 
in the subdivision of time (12 months in the year, each containmg 
30 days, which are in turn divided into 24 hours) has at times 
been claimed as an advantage possessed by the old systems, 
but even though this analogy may in individual cases make 
calculations more easy, it cannot possibly bear companson 
with the ease introduced mto the use of money by the decimal 
system Where divisions of the money umt not based on the 
decimal system still subsist, as, for example, m England, they 
are retained simply by force of custom and on account of the 
conservatism of the commercial world and not because they 
offer any practical advantages The numencal construction 
of the monetary system, based on the umt of account, is the 
factor which determines the system of “divisionary money” 
The unit of account itself, its subdivisions, and its multiples 
appear m concrete form as coins and paper notes The names 
of the coins are at times different from those of the unit and 
its subdivisions Thus the unit of account of the English mone- 
tary system is the “pound sterling,” whilst the gold com which 
is the embodiment of this unit is called the “sovereign ” The 
English 5-shillmg piece is called a "crown,” although calcula- 
tions are made only m pounds sterling and shillings and not m 
crowns In Germany, by an Impenal decree dated the 17th 
February 1875, the Imperial gold com of 10 marks was given 
the of&cial name of “krone’ (crown) and the 20-mark piece 
that of “double crown,” although Article i of the Currency Act 
expressly provided that the "mark” was the unit of account 
The basic rules to be followed when choosing the mdividual 
coins have already been explained The Currency Act deter- 
mimng the divisionary money scheme also usually lays down 
the necessary provisions regulatmg the metalhc content and the 
impression of the various types 



MONEY 


366 

f 2 Weight, Standard, Content, Fineness, Limits of 
Error, and Tolerated Deficiency of Goins 

The system of weights employed m comage differs here and 
there from the ordinary system of weights Thus m the German 
States the “Cologne mark" of the Middle Ages was retained as 
the standard weight for coinage up to the year 1857 (It was 
fixed at 233 85555 grams in 1838 for all States of the Customs 
Umon ) As a weight for gold the mark was divided into 24 
carats of 12 gr each, and for silver into 16 lots of 18 gr each 
The Vienna Currency Convention of 1857 introduced as a standard 
weight for coinage the Customs pound of 500 gr , which differed 
from the ordinary pound weight by being divided not into grams 
but into loooth parts This standard weight was retained in the 
currency legislation of the Reich, although already on the 17th 
August 1868 an order relating to weights and measures issued by 
the North German Confederation introduced the kilogram as the 
standard weight of commerce It was not until the ist June 1900 
that an amending order abolished the special standard weight 
for coinage and replaced it by the ordinary weight of commerce 
Just as in early days in Germany, so m England to this day, 
the standard weight for coinage which is also used m the trade 
in the precious metals differs from the commercial weight The 
latter is the so-called “pound avoirdupois’ of 453593 grams, 
whilst the standard weight for coins and for precious metals is the 
“troy pound" of 373 742 grams 

The coinage standard expresses the factor by which the 
unit of account of the monetary system must be multiplied to 
obtain the unit of weight of the standard currency metals So 
long as the com which represents the unit of account is struck 
from the standard metal as a com of full value, as was formerly 
the case with the talers and gulden of the German silver cur- 
rency, the coinage standard represents a simple relation The 
standard of the taler currency was "the 30-taler standard,” 
* e I lb of fine silver produced 30 talers The South German 
coinage system was descnbed as the "52^-gulden standard,” 
which meant that 52 J South German guldens were obtamed from 
I lb of silver The Austnan system was known as the “45- 
gulden standard,” which meant that i lb weight of silver gave 45 
Austnan gulden In the case of most modem monetary systems, 
however, the unit of account is not made out of the standard 
currency metal The unit of account of the German gold stan- 
dard, the mark, was represented by a silver com, although this 
com denved its value from gold The connection between the 
corned umt of account and the standard metal was in this case 
not of a corporeal nature, but the mark derived its value from a 
gold com which for its part was the element which determmed 



SYSTEMS OF MONEY 


367 


the standard of coinage of the German monetary system It 
derived its value from that gold com of the Reich the comage of 
which Was provided for in the first paragraph of the first German 
currency law, and the tenth part of which gold com was the 
"mark” which constitutes the unit of the Impenal currency m 
accordance with the first article of the Currency Act of 1873 
As I lb weight of fine gold gave 139J lo-mark pieces, 1395 
marks went to a lb of fine gold In actual fact 1395-mark 
pieces were not coined from a lb weight of fine gold, but only 
gold coins to the nominal value of 1395 marks The coinage 
standard of the gold standard currency of the Reich was thus 
a "1395-mark standard ” 

The com from which the unit of account is derived, either 
directly by being the embodiment of the unit of account, or in- 
directly by being a fraction or a multiple of the unit of account, 
may be described as the “basic coin ” In the old German silver 
standard the taler or gulden was the basic coin, and these pieces 
embodied at the same time the unit of account In the Impenal 
standard currency the Act of 1873, however, made the lo-mark 
piece the basic com and defined the umt of account as one- 
tenth part of this basic com The fact that the unit of account 
was embodied m a silver com was of no importance as far as 
the unit of account itself was concerned 

The standard of coinage gives the standard metalhc content of 
the basic com As the content of different coins struck from 
standard metals vanes, as a rule,^ m relation to their face value, 
the comage standard gives at the same time the content of the 
several coins struck from the standard metal The coinage 
standard does not, however, give the content of the coins of the 
monetary system which are corned from another metal Thus 
m a gold standard it does not give the metalhc content of the 
silver, nickel, and copper corns The content of these coins must, 
so long as no umversally recogmsed relation of value between 
the vanous currency metals subsists, be regulated more or less 
arbitrarily by currency laws 

The quantity by weight which a com contains is its content 
of fine metal, which is to be distmguished from the gross or crude 
weight, because the metal employed for coins contains, for 
reasons already stated, an addition of copper The relation of 
the content of fine metal to the crude weight is called the "fine- 
ness ” This used to be expressed m Germany, m the case of 
gold, by quoting the carats and grams of fine gold, and m the 
case of silver, the lots and grams of fine silver which went to 
a mark of the alloyed metjd Thus, for mstance, the Prussian 
currency law of 1821 gave the fineness of the Fnednchsdor as 
^ Silver token corns in a silver standard currency are an exception 
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21 carats, 8 gr , and the fineness of the silver taler at I2 lots In 
most countnes, recent currency laws specify the fineness of coins 
m loooth parts Thus, m Germany, para 4 of the law of the 4th 
December 1871 provides that "The content of the gold corns 
of the Reich is fixed at 900 thousandth parts of gold to 100 
thousandth parts of copper " On the other hand, m Eng- 
land, fineness is still expressed in the old way by quoting the 
amount of fine gold contained m the troy lb of standard gold 
of 24 carats of 4 gr , each divided mto 4 quarters, or in the 
case of silver by quoting the amount of silver contained in the 
troy lb of standard silver of 12 ozs of 20 dwts each Most of 
the larger States have adopted for their gold com, and for the 
greater part of their silver corns, the fineness of 900 thousandth 
parts of precious metal and 100 thousandth parts of copper The 
most important exception is provided by England, whose gold 
coins have a fineness of l^^hs (22 carats),^ and whose silver corns 
have a fineness of fjths (ii ozs 2 dwts ) The metalhc composi- 
tion which represents the prescnbed mixture for corns is called 
"standard metal," "standard gold,” or "standard silver " 

In order, as far as possible, to keep the actual constitution of 
the coins in conformity with the rules prescribed by currency 
legislation, it is necessary to prescnbe not only the most exact 
possible coinage, but also to provide for the withdrawal from 
circulation of coins which have become damaged or worn 

Absolute exactness in the fineness and weight of individual 
coins could only be secured by a disproportionate expenditure 
of effort Currency legislation has, accordingly, fixed so-called 
"limits of error ” or " mint-remedies " withm which corns may vary 
m size and weight without losmg their vahdity For the German 
crowns and double crowns, these hmits were fixed at 2 thousandth 
parts m fineness and 2J thousandth parts m weight The silver 
coins of the Reich could vary by 3 thousandth parts m their fine- 
ness and by 10 thousandth parts m their weight In other 
countnes similar limits of error have been fixed This legally per- 
mitted vanation from the standard weight and degree of punty of 
tibe coins struck is called the " remedy ’’ or " tolerance ” Abuse of 
these hmits of error, such as frequently occurred m earher days can 
be safeguarded against Thus the currency laws of the German 
Reich allowed vanation in the individual coins struck, both 
gold and silver, but they did not allow any vanation in the total 
metalhc composition of which the corns were mmted This had 
to conform with absolute exactness to the contents and weight 
laid down by the law (Para 4 of the Currency Law, edition of 
the 1st June 1909 ) The testmg of the fineness of standard 

^ [Before the recent debasement of the com m consequence of the high 
pnce of silver ] 
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metal and of the weight of the httle discs is called "adjustmg” 
Justterung”'] {Cf Tnal of the P30C ) 

For corns in actual circulation limits of wear are generally defined, 
such limits bemg less restncted than those laid down for deviations 
from the norm^ weight in the mintage of coins It is, however, 
not generally thought necessary to limits of wear for token 
coins, the value of which is in any case assumed to be mdependent 
of their metalhc content The German gold corns of the Reich 
were allowed to lose in wear up to 5 thousandth parts of their 
normal weight, and as long as this loss was not exceeded it was 
compulsory to accept them m pa5unent as if they had been of full 
weight (para ii of the Currency Law of the ist June 1909) For 
token coins it was sunply provided that "silver, nickel, and 
copper corns of the Reich which have been so long m circulation 
that they have substantially lost m weight and have their im- 
pression largely obhterated are to be called in for account of the 
Reich " (para 12 of the Currency Law of the ist June 1909) The 
minim um weight at which coins may circulate as full leg^ tender 
IS called their tolerated weight This is the normal weight less the 
tolerated deficiency 

The treatment of coins which have lost more weight by wear 
than the tolerated deficiency differs in vanous countnes In 
Germany such coins had to be accepted at their full nominal value 
by all the branches of the Impenal Treasury and of the Treasunes 
of the Federal States and were melted down for account of the 
Government The resultant loss was borne by the community 
In England, however, excessively worn coins cease to be legal 
tender, not only against the general pubhc but also against the 
Treasury The Government is under no obhgation to call in such 
coins, and everyone is entitled to cut m two any which are offered 
to him m payment and to return them to their owner So long 
as an effective gold currency existed m England the banks, m 
particular, made use of this right 

In practice the German system proved better than the English 
In England it was notorious that worn coins were kept away from 
the banks which made use of their pnvilege of cuttmg them They 
circulated mainly m the provinces and there underwent an attrition 
far greater than the margm of tolerated deficiency In this 
way the object of mamtainmg the circulating currency as far as 
possible free from worn coins was not attained In Germany, 
however, where none needed to fear any loss from payment m 
worn coin, the tendency was for these to find their way back to 
the banks, which then dehvered them up to be melted down 
Such dehvenes could be made not only directly to the Impenal 
Treasury and to the Treasunes of the vanous States, but also 
through the provmcial, communal and pnvate pay-offices, and 
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banks The supenonty of the German method is clearly shown 
by the fact that England found it necessary on several occasions 
to call m worn sovereigns and to re-coin them for account of the 
State 

If 3 Methods of Providing Currency 

Provisions regarding the corns to be minted and the con- 
stitution of such coins are of a technical nature They merely 
tell us what actual charactenstics, in the matter of metalhc con- 
tent, individual pieces which are to rank as money must 
possess But, as was shown m the histoncal part, technical 
provisions relating to the charactenstics of mdividual t3T)es of 
coins do not suffice to co-ordinate these corns, especially m con- 
junction with the paper circulation of all modem currency systems, 
into a comprehensive uniform system, nor yet to determme the 
relation of value between money and money metal In fact the 
technical provisions must be supplemented by a number of legal 
regulations governing the conditions under which money is created, 
particularly in regard to conversion of metal into money, the legal 
properties of the various t3^es of money, and their relations to one 
another 

In a modem monetary system, metal, as such, or indeed any 
other substance, cannot constitute or rank as money, or indeed 
become capable of transformation into money directly On the 
contrary, the State is the only authority which can provide or 
create money either directly or through some agency, such as a 
note-issuing bank to whom it has delegated this nght The State 
can retain its freedom of action or give a free hand to such agencies, 
or it may impose definite rules upon itself or the agencies, as the 
case may be, and m this connection it can also adopt a different 
procedure for different types of money 

It IS a matter of fundamental importance to determine whether, 
where any particular metal is concerned, there exists an un- 
restncted nght to convert it into money or not — that is, whether 
every pnvate individual, m possession of a quantity of this metal, 
can present it to the authonsed agencies with a demand that it 
should be transformed mto money 

The simplest and best-known special case of unrestncted 
transformation of a metal mto money is that known as “the 
nght of free coinage,” or "comage for pnvate account ” The 
State will mint corns out of any quantity of metal dehvered to it, 
either making no charge to the person dehvermg the metal, or 
merely a very small charge to cover cost The person dehvenng 
the metal receives m com from the mmt the quantity of the met^ 
dehvered up by him either without any deduction or with a very 
small deduction for seigniorage 
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Such a nght of free coinage has, m a certain sense, existed from 
the earhest days of coins, and it contmued even when the fiscal 
pnnaple had become dominant The nght of free coinage was 
especially acceptable to the commercial theones which were in 
vogue at the time when the monetary organisation m Europe 
imderwent its greatest expansion These theones led to the 
prevalence of the view that every influx of gold and silver was 
an unquestioned advantage to the commumty, and that whatever 
precious metal people could lay their hands on should be trans- 
formed into coin It was even frequently laid down as a require- 
ment that the whole output of the native production of the 
precious metals was to be dehvered to the mints for coinage 
Where there were no mines it was often prescnbed that all precious 
metals, whether in bars, pieces, or foreign coins, were to be 
dehvered to the mints, or to an exchange office, at a fixed pnce 
Even where such provisions did not obtain, or had become 
obsolete, the mints still continued the practice either of purchasing 
precious metals oflered to them at a pnce which vaned only 
within narrow limits and was not much lower than the coinage 
value of the metal, or else of striking corns for the person deliver- 
ing the metal at but a small charge 

Later on this practice was established by law In England, 
as long ago as 1666, the mints were required by law to coin gold 
and silver upon demand and free of charge for everyone This 
example was followed by most States, either for one or for both 
of the metals, with this difference, that a small charge was made 
for corns struck on pnvate account In Germany this nght of 
free coinage was not made a legal requirement until a compara- 
tively late date In Austria the silver coins which were intro- 
duced m accordance with the Vienna Convention of 1857 were 
by law freely coined at a seigniorage of i per cent , but m the 
German States free comage actually existed only m so far as the 
mints purchased silver at a pnce of which pubhc notice was 
given and which vaned with supply and demand but withm very 
narrow limits In these States the mints were not, however, 
under any legal obhgation to make such purchases Not until 
the Currency Law of 1873 was the prmciple of the nght of free 
comage recognised, and it was then recogmsed only for gold 
Free coinage is only a special, although m practice a most 
important instance of the unrestncted power of conversion of 
metal into money It is, of course, not an actual but a legal 
conversion It can take place without any actual comage 
of the metal which has been dehvered Thus, for example, the 
Hamburg mark banco was pure book money based on fine silver 
in bars, m the case of which there was no question of comage 
But, as has been shown elsewhere, the mark banco was in no way 



372 


MONEY 


identical with a definite quantity of fine silver Just as silver, in 
order to become a taler, had to be brought to the State mints for 
coimng, so also the mark arose from silver only because fine silver 
was brought to the bank to be officially tested and weighed, and 
the amount m mark banco corresponding to its weight was credited 
in the books of the bank to the person dehvenng the silver As 
the bank was required to accept fine silver m any quantities from 
the members of the Hamburg merchant commimity, and to place 
it to their credit, we find here an example of unrestncted conver- 
sion of silver of such a nature that its effects were in every reject 
similar to those of free comage, although no question of coinage 
arose m any shape or form 

The position is similar wherever the central banks are under 
compulsion to issue in exchange for gold dehvenes, bank notes m 
defimte amounts per unit of weight 

Thus before the War the Bank of England for many decades 
purchased gold at the fixed rate of 77s qd per ounce standard at 
a mint pnce of 77s lojd per ounce standard Similarly the 
German Reichsbank was reqmred by the Bank Act of the 14th 
March 1875 to give m exchange for gold in bars its notes at the 
fixed rate of 1392 marks per lb weight fine, the mint price of the 
gold being 1395 marks per lb weight of fine gold As the German 
mints charged pnvate individuals a seigmorage of three marks, 
those who delivered gold to the Reichsbank received in exchange 
the same amount m notes as they would have received m gold 
com On the other hand, m England the Bank made a deduction 
of ijd per ounce standard from the amount to be dehvered by 
the mint, which made no charge for seigniorage Nevertheless, 
in England also, gold was regularly brought to the Bank by 
pnvate persons, where it would be exchanged for notes without 
any delay, whereas m the case of gold dehvered to the mmt, a 
penod had to elapse before the dehvered metal was transformed 
into com, and this entailed a loss of interest For its part the 
Bank made use of the coins mmted from its purchase of bars and 
foreign corns to meet pubhc reqmrements 

Finally, we have cases m which the State takes upon itself 
the obhgation to issue silver coins m exchange for gold dehvered 
to it, these constitutmg the prmcipal circulating medium of the 
country Thus the Indian Government, at the tune of the 
suspension of free coinage of silver, decreed that the mints were 
to deliver, m exchange for Enghsh gold money, silver rupees at the 
rate of 15 rupees for a sovereign, and this they did six years before 
the sovereign was made legal tender and without there bemg to 
this day in India itself any free coinage of gold In the same 
way the Mexican Currency Law of 1904 provided that the mmts 
should give, in exchange for dehvenes of gold m bars, silver pesos 
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at a definite rate, namely, the rate upon which the new Mexican 
gold currency was based, at the same tune, however, free comage 
of gold pesos was sanctioned 

All these cases have, therefore, one feature in common with 
free coinage, namely, that the person dehvenng a legally specified 
metal may demand m exchange certam types of money at a 
legally fixed rate of exchange 

In all monetary systems which provide for an unrestncted 
right of changing certain metals into money, and m which the 
exercise of this nght has not actually become impossible on 
account of some special circumstances, the readiness with which 
the money of that metal is provided automatically regulates itself 
by the conditions of the bullion and money market Control by 
the authonties can only influence it within very narrow limits 
Such an influence may be exercised by the discount pohcy of the 
large note-issuing banks 

But even m monetary systems which provide for a particular 
metal being freely changed into money, types of money exist 
which are created independently of deliveries of this metal 

This apphes especially to token coins As far as these are 
concerned there are imperative reasons why the State should 
reserve to itself the regidation of the extent of their production 
This is done either by the volume of fresh issues of token coins 
being from time to time fixed in absolute amount by special 
legislation, as m England and the U S A , or by prescnbing m the 
currency laws per capita quotas for the coinage of token money — 
quotas which increase the possible fresh mmtages of these coins 
as the population increases We find examples of this in the 
States of the Latin Umon and in Germany, where the last quota 
fixed the limit of coming of silver money at twenty marks per 
head of the population 

A similar t5q)e of case is instanced by full legal tender coins 
which are not composed of the metal whose coinage is unrestncted, 
eg silver coins in a currency based on the gold standard In 
Germany the coinage of talers was completely suspended as from 
1871 The same was done in the States of the Latin Union with 
the silver 5-franc pieces at the end of the seventies of the last 
century In the tJ S A , where m the year 1878 the Bland Act 
re-enacted the coinage of silver dollars of full legal tender within 
the gold standard, it was provided that the hmit up to which these 
coins should be struck should be between 2 to 4 milhon dollars per 
month The Sherman Act of 1890 provided that the normal silver 
purchases for monetary purposes by the Amencan Treasury 
should be 4^ milhon ozs of fine silver In India, after the sus- 
pension of free coinage of silver, rupees were corned only by virtue 
of special laws In fixing the quantities to be corned, the require- 
voL II 25 
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ments of the public for token coins were the chief factor taken into 
account At times, however, other aspects lying outside the 
sphere of the monetary system entered into the question, in 
particular the desire to raise the pnce of silver This last factor 
especially influenced the coinage of silver dollars in Amenca 

It IS, of course, obvious that in so far as paper tokens of all 
kinds are concerned there can be no question of freely changing 
the substance into money It can, it is true, be qmte consistent 
with the monetary machine that paper notes should be issued in 
exchange for delivenes of the standard metal But in such a case 
it is not a question of freely changmg paper into money, but of 
changing precious metal into money Apart from this, the creation 
and issue of types of paper money reqmre special regulation The 
rules fall into two categones — they either aim at adjusting the 
circulation of money to the public demand, or else they spnng 
from considerations which he outside the sphere of the monetary 
system, such as considerations appertaining to public finance 

The latter are mostly of primary importance in connection 
with actual Government paper money The economic adjust- 
ment of the circulation of money to the demand for it is, however, 
the actual ratson d itre of bank notes 

This was particularly marked in the monetary machine of 
the German Empire, created by the legislation of the first half of 
the seventies of last century 

The German State paper money, which was then issued to 
take the place of the extremely vaned paper money of the indivi- 
dual States, consisted of Imperial Treasury notes If the reader 
will glance back at the history of the origin of these notes as 
set out on p 209, he will see that the only reason for the creation 
of these money tokens was a fiscal one It was desired to facih- 
tate the withdrawal by the vanous States of the territorial paper 
notes issued by them (similarly for fiscal reasons) without at the 
same time placing upon the Impenal Treasury the additional 
burden of havmg to subsidise the Federal States The amoimt 
of Treasury notes to be issued was, accordingly, so fixed as to 
suffice for the caUing m of the temtonal paper moneys in accord- 
ance with the conditions laid down by the law of the 30th April 
In so far as this amount exceeded 120 million marks, it had to be 
withdrawn from circulation within fifteen years at the cost of 
the vanous States which had received this excess (more than 
three marks per head of population) by way of advances for with- 
drawing from circulation the excessive amounts of temtonal paper 
money which had been issued by them Some justification for 
fixing the amount at this figure was found m the fact that the 
Reich had deposited the same amount of 120 million marks m 
actual gold coins of the Reich as a war treasure in the Juhus 
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Tower of Spandau Although, stnctly speaking, there is no con- 
nection between the war treasure and the Treasury notes, the 
occasion of the doubhng of the war treasure in 1913 induced the 
administrative authonties to double the issue of Treasury notes 
The real motive was the desire to strengthen the war treasure of 
gold corns without involving the Reich in any financial sacrifices 
Although in the case of the Treasury notes issued between 
1874 and 1913 there was no question whatever of any new issue, 
yet the notes issuable by the German banks were from the begin- 
ning intended to be an elastic part of the German circulation, 
and able to expand or contract in accordance with pubhc demand 
For this reason no definite amount for these bank notes was fixed 
by the legislation of the Reich, but only directly or indirectly 
limited maxima were provided the first as regards the notes issued 
by pnvate banks The Bank Act of the 14th March 1875, Art 16, 
gave to the Reichsbank the express nght to “issue bank notes in 
accordance with the requirement of its business ’ without fixing 
any absolute maximum amount A few indirect restnctions were 
made however, such as the 5 per cent tax on note issues exceeding 
a specified amount not covered by the cash reserve of the bank, and 
also the provision requiring one-third cover for the notes issued 
Of these two indirect limitations the first could be avoided by pay- 
ment of the note tax, which never prevented the bank from expand- 
ing its note circulation m accordance with its requirements, and 
was, in effect, suspended at the outbreak of the War Neither did 
the provision regarding the one-third cover ever restnct m peace 
time the freedom of movement of the Reichsbank, as its actual 
cover for the notes was, even on the days of greatest pressure, 
always considerably more than the prescnbed minimum Dunng 
the War, comphance with the provision as to the one-third cover 
was made easier for the Reichsbank by the bank being allowed 
to count the notes of the Loan banks as part of its cash cover 
Not until the year 1921, and then only on account of circum- 
stances created by the Peace Treaty of Versailles, was it found 
necessary to free the Reichsbank from the one-third cover provision 
Withm the above wide limits, which in practice provided all 
the margin necessary, the note issue was adjusted to the require- 
ments of the public mainly by the note-issuing banks discountmg 
such trade bills as complied with the requirements as to security, 
and either placing the proceeds to the credit of the presenters of 
such bills, or paying them out m the bank's own notes The com- 

mercial world could thus, by the discounting of trade bills, obtam 
at any time the necessary circulating media m the form of bank 
notes, and by the redemption of the discounted bills could at 
any tune divert the unrequued notes back to the bank It was 
the duty of the note-issuing banks, and in particular of the Reichs- 
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bank, to control the call for money made upon them by so regu- 
lating the rate of discount as to avoid too great a strain upon 
their position, and in particular too great a relative dimmution 
of their metalhc cover 

So far as bank notes were concerned, therefore, money was 
created — and this happens wherever the bank note fulfills its 
proper function and is restricted to being a circulating medium 
ad]usting itself to the economic demand for money — ^by the 
discounting of trade bills which were good secunty and ongmated 
in legitimate business The rigid system which would result from 
a purely metallic organisation of money is thus transformed into 
an elastic system by the bank note based on trade bills In view 
of the large periodic fluctuations to which, as will be shown 
in detail below, money demand is subject in a modem economic 
society even in times of economic and political peace, this elastic 
method of providing money is indispensable 

The bank note has not, however, by any means been at all 
tunes confined to the task of adjusting the circulation of money 
to economic demand Such an instrament created at a negligible 
cost must necessanly from the beginning have been exposed to 
the risk of all kinds of abuses by the issuing banks as well as by 
the State 

The financial advantages to the note-issuing banks, as well 
as the financial needs of States, adversely affected the develop- 
ment of the bank note from the first, in much the same way as 
the profit derived from the debasement of coinage affected the 
development of coined money But just as coinage was legally 
safeguarded, an attempt was made to regulate the note-issmng 
system so as to put an end to these abuses In recent times, 
however, the issue of bank notes as the more convement and 
cheaper means of providing money for the State m times of 
pressure has fully replaced the erstwhile debasement of coins 
It is earned out by large credits being demanded by the financial 
authonties from the note-issuing banks, which thereupon place 
the equivalent of these credits at the disposal of the State m the 
form of bank notes, to an extent far beyond the limits of banking 
laws Events in all belligerent and m many neutral countnes 
durmg the War ^ show the development of the bank note as a 
means of providing money for the State m circumstances of 
extraordmary pressure The creation of money now no longer 
takes place in accordance with the currency needs of the 
country, but in accordance with the extent of State expenditure 
not covered by other revenue 

This alienation of the bank note from its proper function has 
so increased in Germany that on the 31st December 1921 a note 
* See above, p 220 etc 
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circulation of the Reichsbank of 122 miUiard marks was contrasted 
with a gold reserve of only i milhard marks, also a total of 
trade biUs of i milhard marks compared with discounted Treasury 
bills of the Reich amounting to more than 100 milliard marks 
Since then the demands upon the Reichsbank by private in- 
dividuals have substantially risen, but the Reich s own demand 
has nsen still further On the 29th March 1923 a note issue 
of 5518 milliard marks stood against, roughly, 2272 milliard 
marks of discounted trade bills, while the amount of discounted 
Treasury bills of the Reich was about 4552 milliard marks 

Thus the expenence of the world during and after the War 
has clearly proved that the creation of money for fiscal needs is 
incompatible with the preservation of the metallic basis of the 
monetary system The world confusion in currency conditions 
can be directly traced to a method of creating money, which, 
while it may have been occasioned by pressure of circumstance, 
IS nevertheless unsound 

^ 4 The Relation between the Value of Money and the 
Value of Bullion 

The method of creatmg money has its peculiar importance, both 
as regards the relation between the values of money and of metal 
and as regards the co-ordmation of the various types of money into 
a homogeneous system Two conditions govern the fixed relation 
between the value of money and of a metal There must be no 
restriction upon the possibility of converting the metal into money, 
and in order that it should be possible for types of money not 
consisting of the freely coined metal to be embodied m the mone- 
tary system, it is necessary that their production should not 
depend upon deliveries to the mint of the substance of which 
they are composed 

We know that free nght of coinage of a metal has the effect 
of estabhshmg the above relation and a more close analysis 
will show how this works If by dehvenng to the State mmts 
or to the note-issumg banks an unlimited quantity of the metal 
used for coinage, a certain sum of coined money or of bank notes 
recognised as a medium of payment can be obtained — that is, a 
definite sum for each unit of weight of the metal dehvered — it is 
clear that no one would sell the metal at a less pnce per imit of 
weight than that which he can certamly obtam from the mint 
and from the note-issmng bank (allowing, of course, for the 
resulting loss of mterest dunng the time when the metaJ is being 
corned) The price of the metal cannot, therefore, fall below that 
of its value when it is delivered to a note-issumg bank or to the 
imnt for free coinage In Germany the mints were under an 
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obligation to coin, without restriction, gold delivered to them at 
the rate of 1395 marks per lb weight of fine gold, chargmg a 
seigniorage of three marks and the person dehvenng the gold 
could thus demand 1392 marks in gold coins of the Reich for 
every lb weight of fine gold dehvered Over and above this, 
as the Reichsbank was required by law to issue to anyone dehver- 
ing gold bank notes to the value of 1392 marks per lb weight of 
fine gold, it followed that a lb weight could not become cheaper 
than 1392 marks, or that the mark could not rise m value above 
^^^nd part of a lb weight of fine gold Thus, in so far as 
the freely coined metal and the money therefrom are concerned, 
free coinage sets up a definite relationship of value, which is that 
the value of the freely coined metal, measured by the money 
produced from it, cannot fall below the mint pnce (viz the nunt 
value minus seigmorage), whilst the value of the unit of account 
of the freely corned money, measured by the metal, cannot nse 
above the mint pnce The same apphes to the free exchange 
of the standard metal for bank notes Therefore, for the umt 
of money there is, by reason of free coinage or free sale, an 
upper limit in terms of the value of a specific quantity of the 
standard metal 

This upper limit of value apphes not only to the money pro- 
duced from the freely coined metal, but also to the money composing 
the entire system If everyone is able to obtain for each unit of 
weight of metal a defimte sum of full legal tender coins made 
of this metal, then so long as the sole question arising is that 
of procunng legal tender money there is no reason to offer a 
higher eqmvalent in coined money made of another substance 
and whicli4s also legal tender 

In this connection it is very instructive to examine what 
happens in the case of a paper currency where free coinage of the 
onginal standard metal continues In Austna-Hungary, for 
example, the paper gulden was inconvertible as from 1858 onwards, 
whilst the nght of free comage of silver continued in force 
The mints struck 45 gulden from a lb of fine silver and 
charged a seigmorage of i per cent A person dehvenng silver 
bulhon was Qius entitled to 44 55 gulden per lb weight of 
silver For xTjftb of a lb weight of fine silver legal tender 
money to the amount of i gulden could be procured, even dunng 
the era of the paper currency The gulden, as such, whether paper 
or not, could not therefore, so long as the right of free coinage of 
silver contmued, be at any time worth more than xTTTfh part of 
a lb weight of fine silver This upper limit to the v^ue of the 
gulden of Austnan currency, m terms of silver, was for a long 
tune purely theoretical, just as to-day m Germany where the 
currency is a paper one the upper limit to the value of the mark 
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given by TrVrth kg of fine gold is also purely theoretical It is, 
of course, well known that up to 1878-79 the paper gulden was 
always worth much less than its ongmal silver eqmvalent, and 
that one had to pay much more than 44 55 gulden in Austnan 
currency for a lb weight of fine silver The silver gulden was 
quoted with a varying premium, and for the actual currency m 
circulation m Austna it ceased to have any importance, just as 
at the present time the gold 20-mark piece has ceased to be 
of any importance in connection with the value of the Reichs- 
mark The upper limit (in terms of silver) to the Austrian gulden 
became, however, of practical effect when the depreciation of 
silver commenced While the pnce of silver expressed in the cur- 
rency of countnes with a gold standard kept on falhng, the rela- 
tion between the Austnan paper currency and such gold standard 
currencies remained fairly stable, which, of course, showed itself 
m a fall of the pnce of silver m terms even of the Austnan 
paper currency At last the pnce of silver m Austnan money 
touched m its downward path the rate which was the basis for the 
free coinage of silver, and simultaneously with this the premium 
on the silver coins disappeared The value of Austnan money had 
reached the upper limit of a definite quantity of silver fixed by 
the free coinage of the metal When the ratio of value between 
gold and silver moved further to the disadvantage of the latter, 
and the value of silver expressed m terms of the money of gold 
standard countnes fell accordingly, it followed that, if the free 
coinage of silver in Austna-Hungary contmued, the stabihty 
which had fortunately been reached between the Austnan 
currency and gold currencies would become impossible In 
fact, a further fall m the pnce of silver would still further 
depress the rate of exchange of the Austnan currency m terms 
of the moneys of gold standard countnes, because so long as the 
free comage of silver contmued to operate, the Austnan gulden 
— ^whether silver or paper— could never be worth more than tt rr^h 
of a lb weight of fine silver In order to remove this hmit 
of value which — ^measured by gold standard currencies — showed 
a marked downward tendency, the only method available was 
the suspension of the free coinage of silver This was done in 
the year 1879 

It IS of course possible for the intnnsic contents of individual 
tjqies of money to represent a higher value, relatively to the legal 
value possessed by them as com, than would correspond to the 
upper hmit fixed by the free comage of the standard metal The 
result IS that, though the value of money as such is still restncted 
by the upper limit, given by free coinage, the coins with the 
higher mtnnsic value, instead of being given and received at 
the nonunal value assigned to them, are dealt m at a vaiymg 
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premium, and they accordmgly drop out of the monetary system 
altogether and cease to have any influence on the value of the 
monetary umt Many examples have been given in the histoncal 
part of this book In the modem history of monetary systems 
a particularly charactenstic phenomenon is the disturbance pro- 
duced in the monetary systems of Japan, Mexico, the Phihppines, 
etc , by the increase in the pnce of silver in the years 1906 and 
1907 In Japan the free coinage of gold was in force from 1897 
onwards, and in Mexico from 1904 The silver content of the 
current silver coins represented a value which corresponded to 
the upper limit of value as fixed by the free coinage of gold, when 
the London pnce of silver was about 29d per standard ounce 
When the pnce of silver rose to 33d , the relations of the Japanese, 
Mexican, etc , currencies to gold and to gold standard currencies 
were in no way affected The silver coins merely went to a 
premium and disappeared from circulation Similar phenomena 
occuned when, during the War, the ratio of value between gold 
and silver shifted strongly in favour of the white metal 
The conditions here discussed are particularly interesting in 
the case of the double standard In this case both metals are 
freely coined, and the coins of both metals are endowed with a 
specified value in terms of one and the same unit In accordance 
with what has just been said, the upper hmit for the money value 
IS, in a double-standard currency, defined first by a specific 
quantity of gold, and then by a specific quantity of silver If 
we turn back to the former French double-standard currency, we 
find that the upper limit to the value of the unit of money, the 
franc, was fixed both by a specific quantity of gold gr of 
standard gold) as well as by a definite quantity of silver (5 gr 
of standard silver) The matter was quite simple when these 
quantities of gold and silver corresponded m value, which, as is 
well known, only occurred when the ratio of value between gold 
and silver stood at 15^ to i If, however, the two quantities of 
metal did not correspond in value, and thus gave two different 
upper limits, what then ? It is m the very nature of things that 
one only of the two limits could be effective, and that hmit would 
necessanly be the lower of the two If for 5 gr of standard silver 
one could obtain a franc in legal tender money, and if one could 
also obtain it for gr of standard gold, but the latter quantity 
was worth more than 5 gr of standard silver, there would be 
no reason for anyone to value the franc higher than 5 gr of 
standard silver The franc could not, therefore, be worth more 
than this The rule that the value of an economic object is 
defined by the lowest cost at which it can be produced m sufficient 
quantities applies here also This explains why in a double- 
standard currency the metal, which is at any monent rated cheaper 
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by the market than it is by the legal ratio, is the determinant 
of the value of money and why coins of the other metal go to a 
premium and disappear from the monetary system 
We can therefore sum up as follows — 

When no restnction exists upon the conversion of metal into 
money, the monetary luut is given an upper limit of value in 
consequence of the definite ratio estabhshed by the terms of 
conversion of metal mto coin If more than one metal is con- 
vertible mto money without restnction, then of the two hmits 
given by the met^c equivalents the lower is always the one 
which becomes effective If no metal is convertible into money 
without restnction (and no other commodity can be considered 
m practice), then there is no equation between money and metal 
or any third commodity, and, therefore, upper limit to the value 
of money 

Now for the other side of the problem, the question of the 
existence of a lower limit to the value of money and the con- 
ditions underlying it 

The legal and economic conditions which give to coins a value 
in excess of their intnnsic value may under certain conditions 
become inoperative No piece of money of any kind can, how- 
ever, be worth less than the substance of which it is composed 
Thus, for example, the silver coins of the Reich had in the last few 
years before the War a value as German money which was about 
three times as high as the value of their metalhc contents 
For a mark of coined silver, with fine silver content of 5 gr , 
one could buy about 15 gr of fine silver It would, however, 
only have been necessary to introduce free coinage for the silver 
coins of the Reich and to make them legal tender, in order to 
cause the value of the mark to exceed that of 5 gr of fine silver 
only by the small amount of the seigniorage The legal validity 
of the i-mark piece would, of course, have remained unaffected 
The coin would still have been " current ” for one mark Measured, 
however, by the silver metal — ^that is, by the contents of the 
coin — the i-mark piece would have been reduced to one-third of 
Its former value— that is, to the value only of its content— but 
never below it 

The actual intnnsic value of the content of individual types 
of money is, therefore, the determining factor in establishing the 
lower limit for the value of money 

A fixed or nearly fixed ratio of value between money and 
the metal can only be absolutely secured where the upper hmit 
given by the conversion ratio almost coincides with the lower 
limit given by the mtrmsic content, or where speaal measures 
are taken to fix the value of money at the upper limit mdepend- 
ently of the intrinsic contents of the given types of comage 
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The former is clearly the case wherever corns are freely corned 
and maintained at their full value If a lb weight of fine gold 
produces 1395 marks, and for a lb weight of fine gold the mint 
returns 1395 marks less 3 marks for seigniorage — ^that is, 1392 
marks — then one mark m gold coins of the Reich can never be 
worth less than xArfh of a lb weight of fine gold, as, apart 
from the small defiaency by wear, the gold coins of the Reich 
contain, in effect, TtV^th of a lb weight of fine gold for every 
mark At the same tune the mark cannot be worth more than 
y^^nd of a lb weight of fine gold Therefore, with freely 
coined money preserved at its full value by a hmit of permitted 
wear fixed by law, the value which the coins have, as money, 
coincides, practically speaking, with the value of the substance 
which they contain, and this coincidence is a natural corollary 
and not merely accidental or temporary For this reason we call 
such types of money full weight money or standard money 

T3^es of money for which there is no nght of free coinage are 
not, or at least not as a natural corollary, of full weight irrespective 
of whether or not in their case metal can be changed into money 
without restnction The Mexican silver peso, for example, can 
be obtained without any restnction at a fixed rate in exchange 
for dehvenes of gold bullion But it is clear that the peso is not 
necessanly of full weight, as the silver of which it is composed 
may be worth more to-day and less to-morrow in terms of the gold 
m exchange for which it is issued The silver peso does not differ 
in this respect from silver coins within a gold standard system, 
the coinage of which is absolutely independent of dehvenes of 
any metal whatsoever The same, or rather parallel, position is 
clearly illustrated by paper notes issued in exchange for dehvenes 
of a metal In this case the intnnsic value is nil, and there can, 
therefore, be no question of any full weight 

Money which is not thus of full weight is generally called "over- 
rated money " or " token money ” — ^that is, the value of its content 
IS less than the'value of the umts of money which it represents 
Paper notes, provided that they have not become wholly depreciated 
and thereby ceased to be money, are always m this category 
So also, generally, are silver token coins m a gold standard 
currency and silver money m a limping gold standard currency 
So long, however, as the question is one of coins — ^that is, pieces 
of money the substance of which has some value — the possibihty 
exists that an increase m the pnce of the metal of which the coins 
are composed may bring the intrinsic value of the coins to the level 
of theur value as money, or even above it In Japan, Mexico, 
the Philippines, etc , tins happened m the years 1906 and 1907, 
and durmg the War, m In^a, when the mtnnsic value of the 
silver corns not freely corned reached and passed their value as 
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money These silver coins accordingly changed, merely by reason 
of changes on the bulhon market, from an overrated money into 
a money of de facto full value, and finally mto a money of more 
than fuU weight 

From this it follows that a differentiation between full weight 
and overrated money, t e between standard and token money, 
does not exhaust the subject Logically the differentiation 
should be only as between ex msMuttone full wetght money and 
mon^ which ts not full wetght ex mshtuttone, the question remain- 
ing open whether, and if so, to what degree the latter, even 
when it IS intended as token money, can occasionally be also 
of full weight or even of more than full weight It is manifestly 
impossible that this could happen in the case of money of no 
intnnsic value — that is, paper money, or, indeed, money consist- 
ing of the same metal as the full weight money but containing 
a smaller specific weight (overrated silver token coins m a 
silver standard currency) All these cases concern solely token 
money 

Once it IS clearly appreciated that the only money which is 
ex insMuttone of ftdl weight is that which is freely corned and 
preserved at full value, the question anses how a fixed value in 
terms of such money may be given to token money 

In the first part of this book it was shown how this problem 
was solved in the historical development of monetary systems, 
here we have to subject it to a theoretical analysis 

As the concrete properties of such money do not come into 
consideration, the solution can only come by way of the law 

The law gives to aU t5q)es of money m a monetary system, 
irrespective of whether they are of full weight or not, a definite 
vahdity expressed in the unit of account of the system — ^that is, 
it gives them a definite “nominal value ” Coins and paper notes 
bear in their impression or impnnt a descnption of the value 
assigned to them in terms of the unit of account of the system, or, 
if the impression or impnnt relates to some other unit of account 
or to some specially named com (such as talers or sovereigns), 
the pieces are given by statute or decree a nominal value in terms 
of the appropnate unit of account It must be remembered that 
the mere impression of some specific designation of value on a 
com IS of itself of no importance, and that it only attains import- 
ance when the law gives to individual coins the property of acting 
as money at the nominal value assigned to them This bestowsd 
upon individual t5q)es of money, of the quality of acting as money, 
at graduated nominal values all expressed m terms of the same 
unit of account, is equivalent to fixing definite ratios of value 
between the most multifanous kinds of money 

The mere fixmg by law of such a senal order of V2ilue between 
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the vanous t 3 T)es does not, of course, mean that the relative values 
obtain in practice If tlus were so, the problems of the double 
standard, of paper currency, token coins, etc , would never have 
existed In spite of the connectmg hnk provided by the nominal 
values expressed m terms of one and the same unit of account there 
has always been the possibility of the vanous t57pes of money 
falhng out of hne with one another Some of the types are then 
valued higher than others by the pubhc who are prepared to pay 
a "premium” or "agio” for them, over and above their legal 
value For as all coins and notes which have been made money 
can be used for the settlement of money debts at the nommal 
value assigned to them, the divergence cannot be manifested by 
particular types of money bemg given and received at a value 
which is lower than their assigned nominal value They cannot 
in the ordinary way receive a "negative agio” or “disagio” or 
“discount ” Tins is only possible where the overrated money is 
either not full legal tender at its nominal value, or where the 
commercial world, and in some cases also the State, base new 
contracts not on money as such, but on specific types of money 
of full value When, as has often happened, schedules of railway 
rates. Customs dues, etc , are payable in terms of gold under a 
paper currency standard, while payment is actually accepted in 
paper money at the rate of the day, then we can speak of a 
"disagio” on the paper money 

If, then, because they have gone to a premium, one or more 
types of money drop out from the fixed senal order of value of 
the system prescnbed by law, the reason for this cannot be 
sought for m the legal assignment of the function of acting as 
money, for it is the circulation which gives to these coins a value 
which exceeds their legal value as money The reason lies out- 
side the sphere of law and depends chiefly on the matenal content 
of the money circulating at a premium ^ 

1 If any type of currency is worth more than its nommcil value this 
might be due apart from questions of intnnsic value to the existence 
of an exceptionally great demand for that particular currency a demand 
exceedmg the available circulation Thus m the first days of the War 
there was so sudden an mcrease m the demand for smedl change that 
in many cases a considerable premium was paid for silver coins and small 
notes Similarly m the autumn of 1922 the note pnntmg press could not 
keep pace with the rapid depreciation of German currency so that change 
m notes of denominations of less than 10,000 marks could only be obtam^ 
by paymg a premium Another case of a premium not due to the value of 
the money simstance may sometimes be found m the fact that a type of 
currency also ranks as money abroad and enjoys there a legal validity 
which m terms of the actual ratio of value between foreign and home 
money exceeds its correspondmg vahdity at home Examples — ^The 
Austrian taler was by law worth 3 marlra m Germany and ij gulden in 
Austria When the ratio between the German and the Austrian units of 
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Such dismtegration of a monetary system consisting of vaned 
t3^es of money of different substances can, therefore, only be 
averted by bnngmg the value of money, as such, and the value 
of all the types, into conformity with that value of the unit of 
account which anses from the statutory value of the type having 
the most valuable mtnnsic content 

Where a metal is convertible into money without limit, and 
thus fixes an upper hmit to the value of money, care must be 
taken to avoid endowing any specific type of money with a metalhc 
content representing a value higher than the conversion ratio of 
the freely coinable metal, or capable of exceeding this value by a 
possible nse m the value on the open market of the metal out of 
which the particular coin is made It was the recogmtion of this 
necessity which led to the issue of silver token coins, with a 
content less than that corresponding to the then gold value of 
the unit of account, as instanced in England in 1816, and in the 
States of the French double standard in the sixties of last century 

When, however, the specific contents of the several types of 
money represent a value below that of the upper limit referred 
to, it IS imperative that everyone should at sdU: times be able to 
obtam, without trouble or sacrifice, for any quantity of the over- 
rated or token money, an amount of standard money of equal 
nominal value, or even the standard metal itself, at a rate of 
exchange nearly corresponding to the conversion ratio of the 
freely coinable metal If this is not the case it will be im- 
possible to avert the full value money going to a prenuum, and 
the value of money as such falling below the upper limit A 
fixed relation of value between money as such and the freely 
coinable metal can only be obtained when these conditions are 
satisfied 

This end can be reached by direct or mdirect methods 

It may be sufficient for the purpose that the State should 
restnct the supply of token money withm such narrow limits that 
the very lumtation of the avafiable supply renders it impossible 
for the standard money to go to a premium, and makes it qmte 
easy to obtam standard money m exchange for token money 

money was i 50 marks=>i gulden the 3 marks given for an Austrian taler 
in Germany corresponded to 2 gulden m Austrian currency — ^that is to | 
gulden more than m Austria In Italy m the mneties of the last century, 
when gold money for a time went to a premium of 16 per cent , the silver 
5 lira coins and even the silver token coins commanded the same premium, 
although the silver content of these coins represented a smaller value in 
Italian lire than corresponded to their nominal legal face value The 
reason for this, at first sight astounding phenomenon lay m the &ict that the 
silver coins m question ^o ranked as money at their nominal value — ^that 
IS on an equahty with gold com — ^in France and m the other States of 
the Latm Union 
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This IS the case in particular wherever the State, through its 
Treasury, accepts the vanous t3rpes of money m pa3mient at their 
nominal value without any distinction between them, and at the 
same time when making payments meets the wishes of the public 
in regard to the t3rpes of money desired In such a case we have, 
in fact, an mdirect convertibihty of any one t3^e of money into 
another 

The State can also provide directly by statute for the con- 
vertibihty of its tokens into standard money Such converti- 
bihty secures for the type of money, even though it has the 
property of money in but a restricted degree, an equality of value 
with the standard money This apphes both to metallic token 
money and to bank notes and paper money issued by the State 

The measures which secure that the money declared by law 
to be of full value shall always be obtained m exchange for all 
other types of money, measures which in fact produce and pre- 
serve the senal order of value desired by law, at the same time 
bring about the result that money as such, no matter in what 
substance it is embodied, bears the same relation to the freely 
coined metal as do the coins struck from that metal itself 

As, until the outbreak of the War, one could always obtain m 
exchange for 1395 marks of silver coins, or of bank and Treasury 
notes, an equal amount in Impenal gold coins, and as these latter 
actually contained 1 lb weight of fine gold, everyone could procure 
I lb weight of fine gold by paymg 1395 marks, irrespective of the 
type of currency used for making the payments The mark as 
such could not, therefore, be worth less than of a lb 

weight of fine gold 

Thus the lower hmit of value, given in the case of full weight 
money by virtue of its metalhc content, apphes also to money 
in gener^ in virtue of these arrangements In the relation of 
value between freely coinable metal and money as such, the 
upper and lower limits will comcide in such an organisation 
within a very small margin, just as they do in the relation between 
the freely struck coins maintained at their full standard value 
and the metal out of which they are made The pnce of a lb 
weight of fine gold could, in terms of the German monetary system 
existing up to the outbreak of war, fluctuate only between the 
hmits of 1392 and 1395 marks 

We have seen that the unrestncted convertibility of a metal 
into money need not necessarily take the form of free coinage, 
but can also be afiected by the issue in, exchange for the un- 
restnctedly convertible metal, of types of money produced from 
another substance, as, for instance, by the issue of silver coins 
or paper notes in exchange for dehvery of gold in bars, or in 
exchange for certain foreign moneys Where only this trans- 
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formability exists there is no standard full rate money {Example 
— The currency of India between the years 1893 and 1898 ) But 
in this case also the relation of value between the metal which 
can be converted without restriction and money as such can be 
fixed by the State receiving the metal or documents canying a 
claim to the metal (such as bills drawn on gold standard countnes) 
in exchange for its own money at a rate corresponding as nearly 
as possible to the conversion rate, or allowing others to receive 
metal or claims thereto 

We have, therefore the following conditions for estabhshing 
a definite and narrowly circumscnbed relation of value between 
metal and money — 

(1) Certain arrangements which secure the unrestricted converti- 
bility of a metal into money on the basis of a conversion ratio 

(2) Certain arrangements which provide for an unrestncted 
possibihty of obtaining that metal in exchange for money as such, 
and at a rate nearly coinciding with the conversion ratio 

Where both these conditions apply the monetary system is 
a normative one Where one or both are missing we have a 
firee currency 

At the same time the unrestncted possibihty of obtaimng the 
type of money which is intrmsically the most valuable, and of 
obtaimng it in exchange for all other types of money — ^which 
comcides with condition No 2 m the case of normative standard 
currencies — ^is the connecting hnk which prevents the monetary 
system from sphtting up and which secures the preservation of 
the senal order of value of individual types as intended by the law, 
by virtue of the legal validity assigned to the vanous types 

After analysmg the necessary arrangements for determimng 
a relation of value between a metal and money, we must briefly 
examine the limits within which the relation is possible 

This hmit is produced by the difference m the price at which 
the State issues legal tender money in exchange for bulhon 
dehvenes (in Germany 1392 marks for i lb weight of fine gold), 
and that at which freely comable metal can be exchanged for 
legal tender (in Germany before the War i lb weight of fine gold 
for 1395 marks) As m the case of free coinage, the latter pnce 
IS fixed by the comage standard, the extent of the margm m 
such a case depends upon the charges incurred by a person 
dehvenng metal to be coined — ^that is, it depends on the amoimt 
of seigniorage and possibly also on the loss of interest dunng the 
penod of coinage Where a central note-issumg bank arranges 
for the actual coimng, or where coinage is replaced by an issue of 
notes against dehvenes of the standard metal, the deter mining 
factor IS the pnce paid by the bank, which m its turn is con- 
ditioned by the amount of the seigniorage 
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In earher tunes, when the comage of money was still regarded 
as an exploitable institution, the overlords who enjoyed the nghts 
of coming used to charge "brassage,” or more stnctly "seignior- 
age,” far above the costs they mcurred So long as these "seig- 
neurs" managed to retain for their mints a complete monopoly of 
the purchase of the output of the native mines as well as of the 
imported precious metals, they could compel those who dehvered 
the precious metals to accept a pnce for their gold or silver which 
represented a considerable reduction from the value of the metals 
on the basis of the standard of coinage But a high rate of 
seigniorage was only mamtamed for any length of time by con- 
tinuous debasements of the coinage The bu3ung monopoly m 
the case of gold and silver could not m practice be stnctly enforced 
If the mints desired to receive precious metals, they were com- 
pelled to give a higher pnce according to the mfenonty of the 
content of the circulating currency They could then extract a 
seigmorage only by a further diminution of the metaUic content 
of the coins issued 

The modem conception of a monetary system as a public 
institution the proper upkeep of which may involve considerable 
financial sacnfices by the State, has made it the rule that the 
State, when commg for pnvate account, should only charge 
actual pnme cost In England and m the United States of 
Amenca it is even the rule to make no charge for minting 
In other States only a few thousandth parts of the value of 
the metal are charged 

Vanous views are held as to how the amount of the seigniorage 
should be arrived at An mterestmg analysis was given dunng 
the dehberations of the Reichstag on the Currency Act of the 
9th July 1873 m the discussion between the Government repre- 
sentative, Otto Michaehs, and Ludwig Bamberger ^ The former 
argued m favour of the State charging more than the actual cost 
of minting when stnkmg gold corns for pnvate account, so that 
the Treasury might be recompensed for the expenses mcurred m 
preserving the fidl weight of the gold coins so imnted This addi- 
tional charge was to be used to meet not only the loss which 
would occur when the corns m question became worn, but also 
the expenses of the State m ultimately recommg these worn 
coins Basing himself upon these arguments, Michaehs calculated 
that a seigniorage of 8 marks per lb of fine gold should be 
charged In support of this relatively high rate, he adduced 
not only the financial considerations referred to, but also an 
economic argument He asserted that by a relatively high charge 
of this kind the value of coined money would be mamtamed 
at a correspondingly higher level than that of its mere content, 

* C/ the author's Geschuhte der Deutschen Geldreform, pp 219-224 
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and the export and melting down of coined money would thereby 
be rendered more difficult 

Against these arguments in favour of a high rate of seigniorage 
it may be said 

There is no justification whatever for placing upon those who 
cause gold to be minted the burden of the charges incurred for 
abrasion and consequent recoinage In contrast to England, the 
German States had called in and recoined pieces which had lost 
more than the tolerated deficiency and defrayed the consequential 
charges at the cost of the general community because these coins 
had become worn in the service of the community The corns 
struck for pnvate account circulate, however, just as much in 
the service of the community as do the coins minted for account 
of the State Just as the Enghsh system, which threw the loss 
resulting from abrasion upon the last accidental owner, is con- 
sidered to be unjust, so it would be equally unjust to place the 
burden of the charges resulting from abrasion upon the shoulders 
of those who cause buUion to be presented for coinage, as these 
charges do not anse from the coming but from the circulation of 
the coins In any event, Michaelis calculation of the higher rate of 
seigniorage could easily have been reduced to absurdity Dnven 
to its logical conclusion it would, necessitate an addition being 
made to the seigniorage, not only on account of the first recoinage 
but for every subsequent recomage ad xnfinitum 

Even the apparent protection against the export and melting 
down of coined money cannot be secured by a high seigniorage 
in the case of freely coined money This question we must in- 
vestigate in greater detail when discussing the international con- 
nections of the monetary system (Chap VI) Here we need only 
say that a higher seigniorage affects the relation of value between 
metal and money in the sense asserted only so long as a demand 
for fresh supplies of media of payment exists As soon, however, 
as trade circumstances increase the demand for the money metal 
or for foreign media of payment, the value of coined money is 
determined simply by its metalhc content The alleged protec- 
tion against melting down and export is seen, therefore, to fail 
m the very circumstances m which it should become operative 
Looking at it from another angle, a high seigniorage implies a cer- 
tain retardation of the inflow of the standard metal In the inter- 
national trade in bulhon the smallest margins are determinative 
The foreign exchange broker calculates m fractions of thousandth 
parts whether it is cheaper for him to buy bills of exchange on 
a country or to send gold to be coined The import of gold is 
checked by high cost of coinage 

Therefore, in order to restnct as much as possible fluctuations 
in the value of the metal and in the value of money, and also m 
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order to ensure the speediest provision of the means of circula- 
tion, It seems advisable that seigniorage should be charged at a 
low rate 

This apphes also to the ‘‘hylodromic margin” m all cases 
where a fixed ratio of value between a metal and money has been 
created by means other than free coinage 

^ 5 The Position of the several Types of Money in the 
Monetary System 

The functions of the vanous types of money within the 
monetary system and their mutual relation to each other are 
regulated by a senes of legal enactments This regulation is 
closely connected with the endeavour to co-ordinate the vanous 
t5^s of money into a permanent coherent system and to preserve 
a permanent and stable relation of value between some specific 
metal (standard metal) and money as such For that reason we 
have already had partly to consider these legal provisions and the 
resultant “functional subdivision” of the money types 

The most important hne of differentiation is that based on the 
degree of the power of pajmient This has already been investi- 
gated m detail (Book 2, Chap IV, para 8), and we need, there- 
fore, only recapitulate it here 

1 In the first place, we have money of full legal tender between 
individuals up to any amount Such money must exist in every 
well-regulated system Where a breach has been made m this 
basic pnnciple a coherent and orderly system no longer exists 
Such IS the case where, for example, a paper currency which has 
the power of full legal tender m pnvate transactions is not 
accepted by important offices of the State, such as the Customs 
offices, and where, in fact, the latter demand payment in another 
type of currency, possibly even in a type which, as in the case of 
the Austrian gold gulden created in 1867, has no power of legal 
tender in pnvate transactions 

2 We have, further, vanous types of money with hmited legal 
tender power 

(a) In this category come the (convertible) bank notes with 
legal tender powers, notes which are legal tender both in pnvate 
transactions and in payments to the Treasury, but need not be 
accepted m pasnnent by anyone receiving payments from the 
issuer 

(i>) All those types of money which are not legal media of 
pa3nnent in pnvate transactions but have the power of legal 
tender in payments to the Treasury 

(c) Finally, those types of money which must be accepted in 
pa3nnent, up to certam specified amounts m excess of which 
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amounts, however, they are legal tender only m payments to the 
Treasury, or else not at all 

As far as terminology is concerned the following remarks may 
be made — 

The category mentioned under No i has been called " standard 
money ” For category No 2 no comprehensive name is avail- 
able In practice the group mentioned under 2 («) is represented 
solely by convertible bank notes with legal tender powers The 
group under 2 (b) is money with legal tender powers in payments 
to the Treasury That imder 2 (c) is generally known as “token 
money” Knapp sets up a division into “obligatory money,” 
which IS money in regard to which compulsion to accept exists 
not only in connection with payments to the Treasury, but also 
in pnvate transactions, and “facultative money” which has the 
power of legal tender only in payments to the Treasury but not 
in pnvate transactions As faUmg within the class of “ obhgatory 
money,” he considers not only category i but also group 2 (a) 
He regards group 2 ( 6 ) as “facultative money ” Those types of 
money ‘ the obligatory or facultative property of which depends 
upon the amount to be paid’ — group 2 (c) — he descnbes, m con- 
formity with common parlance, as "token money ” The words 
‘ current money ” he would hke to see apphed only to ‘ obhgatory 
money,” which in fact corresponds in every way to the histoncal 
meaning of this word in contrast to the term “token money ” 
“Current money” has thus a wider meaning than our conception 
of “standard money,” which includes only category i — that is, 
money with unlimited power of legal tender not only as far as 
amount and payee are concerned, but also as regards the payer 

In their mutual relation the vanous tj^es of money of one 
and the same system can be differentiated by the critenon of 
convertibihty We have seen that for the purpose of secunng 
the senal order of value of the vanous types of money — as desired 
by law — certain categones of money are frequently endowed with 
the property of convertibihty into certain other types The 
person accepting such convertible money is in fact satisfied as 
against the person giving it and has no claim for redress against 
the latter On the other hand, he has a claim against the State 
or against the agencies issuing the money by authonty of the 
State 

The right or claim to convert or exchange may be reciprocal 
Side by side with the obhgation of the Treasury to convert token 
money upon demand into standard money there is an obhgation 
for them to issue, upon demand, token money in exchange for 
dehvenes of standard money This exists, for example, in the 
United States of Amenca In addition to the convertil^ty of 
bank notes there quite frequently exists, as we have seen, the 
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obbgation to issue bank notes in exchange for delivenes of gold 
bullion or coins Theoretically, nothing stands in the way of con- 
femng upon every category of money a claim to be exchanged 
into all other categones of money In practice, this exchange- 
ability IS effected m every well-organised monetary system, which 
functions without faction, by special arrangements for control- 
ling and regulating the circulating currency (see below, para 8) 
An indirect convertibihty or exchangeabihty exists wherever the 
Treasury and its agencies (including the note-issumg banks) 
accept without restnction the various types of money, at their 
nominal value, in payments made to them, but in making pay- 
ments do not force the receiver to accept any specific type of 
money, but comply with his wishes 

The charactenstic of convertibility leads Knapp to differenti- 
ate bejjween definitive {inconvertible) and firomstonal {convertible) 
money He includes in the latter group also those t 5 ^es of 
money which are "indirectly convertible” in the above sense — 
that IS, those which are accepted in payment without restnction 
by the Treasury but are not forced upon unwilhng creditors 

Money which is directly convertible is frequently descnbed 
in monet'iry hterature on the sub]ect as credit money, and has 
at times been divided into secured and unsecured credit money 
according as to whether a special fund for its conversion has 
been set up or not "Secured credit money” comprises m 
general only bank notes which have not been declared incon- 
vertible In the interests of their own solvency the banks must 
always hold a sufficient reserve or fund for the redemption of 
their notes In most cases they are by law required to hold 
a specified minimum of cover, and the nature of this cover 
IS also specified On the other hand, the State does not, as 
a rule keep any special reserve as cover for the "credit money” 
issued by it In so far as demands are made upon the State 
to convert any monev issued by it, these are met by the 
Treasury s current resources In Germany, while the gold 
standard currency was m force, no special fund was set up 
for the redemption of either Treasury notes or of token coins 
Such notes or coins were redeemed by the Reichsbank and 
were charged against the general credit account of the Treasury 
in the books of the bank 

Some waters on the theory of money regard all money, the 
intansic value of which is less than its value as money, as "credit 
money,” although types of overrated or token money exist which 
are in no way convertible and certainly do not convey any aght 
of claim under civil law 

The German monetary system provided an example of this m 
the talers These differed from the Impeaal silver corns in that 
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the Reich was under no obhgation whatever to convert them upon 
demand mto Impenal gold coins 

Similar to the position of the talers m Germany, is the position 
of all silver coins in England and in Amenca The State is 
under no obhgation to give to anyone upon demand gold coins of 
standard value in exchange for overrated token corns The 
money value of these coins, which exceeds their intnnsic value, 
cannot, therefore, be based upon an imphed nght of claim upon 
the State 

In free currencies with suspended comage of the standard 
metal, m which the intnnsic value of all types of money is less 
than their actual value as money, the higher value cannot be 
ascnbed to “credit,” if only because no standard coins exist 
mto which the other coins are exchangeable and from which 
they denve their value by way of credit In the Dutch monetary 
system between 1873 and 1875, m the Austnan between 1879 
and 1892, and m the Indian from 1893 to 1899, there actually 
existed no money of full standard value The money value of 
the Dutch and Austnan silver gulden, and of the Indian rupee, 
a value which was m excess of the intrinsic value of these coins, 
was an absolutely mdependent thing not based upon any other 
object of value It was not even based upon any rating m terms 
of standard money, and certainly not upon any nght to r.laim 
standard money, but sprang solely from the legal tender power 
assigned to these coins and from the restnction of coinage 

How httle up to that time monetary theory managed to free 
itself from the erroneous conception that overrated money must 
be credit money and must at least denve its value from that of 
some standard money is shown by the confused views widely 
held regarding the position of the Austrian currency from the year 
1879 onwards The phenomenon of the nse m value of the coined 
Austnan silver gulden, after the suspension of the free coinage 
of silver, above the value of its silver content puzzled people 
mainly because it was not apparent from which type of money of 
higher intrinsic value the silver gulden derived a value exceeding 
that of its silver content Recourse was had, therefore, to the 
extraordinary explanation that the value of the silver gulden had 
been raised above its metalhc value only because of its connection 
with the paper gulden, but it was not explained by what kind 
of connection the paper gulden should have been kept at a higher 
value than its paper value 

We thus have to discnminate between the following classes 
of overrated or token money — 

I Token money which derives its monetary value from some 
standard money by («) a mere assignment to it of the quahty of 
money at a certam nominal value, and (6) an additional assignment 
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to it of an implied claim to redemption m standard money at 
the assigned nommal value 

2 Token money, the money value of which is not derivative 
but IS mdependent and based exclusively on its character as a 
legal medium of payment 

The types included m i (a) and i (b) supplement standard 
money in normative currencies, the types included m No 2 
compnse money m the free currencies 

The above exposition of the relation between credit money and 
overrated money shows that the attnbutes of convertibihty and 
of overvaluation do not coincide Knapp attaches the greatest 
importance to the fact that, in pnnciple, the "functional’ differ- 
entiation between types of money according to the degree m 
which they are legal tender and convertible is quite mdependent 
of the differentiation based upon “genetic” and "dromic” quali- 
ties — that IS to say, neither the degree of legal tender power 
possessed by the particular tjrpes of money, nor their degree of 
convertibihty, are determined by the specific nature of the rela- 
tion of value between money and the metallic substance (full 
weight coins, overrated token, etc ) In support of this con- 
tention he adduces examples showing that overrated silver money 
with restncted or suspended coinage, as well as paper notes, 
frequently enjoyed and still enjoy the pnvilege of being full legal 
tender, that such money is now and again convertible (pro- 
visional money), and again is sometimes inconvertible (definitive 
money) These examples are to the point The theoretical 
independence of the vanous lines of differentiation should not, 
however, lead us to overlook the fact that it is usually upon 
qmte defimte combinations of vanous charactenstics that mone- 
tary systems are built up Because Knapp for the first time 
succeeded in working out the above analysis to its logical con- 
clusions, we should not be justified in neglecting the syntheses 
of the monetary organisations 

Although it often happens that the overrated t3q)es of money 
are endowed with full legal tender power and have the property 
of being "defimtive” money, the contrary case, namely, that of 
freely coined full-weight standard money which is restncted in 
its legal tender powers, does not occur in any monetary system 
Convertibihty in terms of money of higher mtnnsic value cannot, 
of course, anse Restnctions of the power of legal tender and 
of convertibihty, m the proper sense of the word, exist m practice 
only m the case of types of money which are not of ftdl value 
ex tnstttuUone, and this state of affairs provides its own justifica- 
tion The histoncal development of monetary systems shows 
that restnctions of the legal tender power arose as a means of 
checkmg the dehberate overvaluation of the small money neces- 
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sary m economic intercourse To this day the restnction of the 
power of legal tender has no other meanmg than that of confimng 
the overrated coins referred to, which are so necessary m small 
transactions, to a specific and narrowly circumscnbed sphere of 
pa3mients The same purpose is served by keepmg the issue of 
such t3^es of money within definite quotas per head of population 
or to specific absolute amounts The purpose of convertibility is to 
maintain the legal senal order of value of the vanous types of 
money Convertibihty of the overrated types into standard 
money is intended to exclude the possibihty of standard types 
going to a premium and of the monetary umt being thereby 
depreciated Thus convertibility has no meaning in the case of 
full-weight money 

In other words, the restrictions of the legal tender power and 
of convertibility are, theoretically, independent of the method of 
creating money and of the relations of value between money and 
the money substance, but they have a meanmg and purpose only 
in the hght of differences existing between the intrinsic values of 
the several types of money This is most clearly seen where 
convertibihty and the restnction of the legal tender power are 
treated as a means of incorporating infenor types of money m 
their proper place in a monetary system based on money of full 
weight ex tnsMuhone The classical example is the simple gold 
standard system in which the only full legal tender coins are gold 
coins of full weight, all other types — ^silver, nickel, and copper 
coins, bank notes and paper money of the State — ^being con- 
vertible into gold, a system which of set purpose himts the comage 
of overrated silver, nickel and copper coins, and reduces their 
legal tender powers to specific amounts 

But even where there is no normative currency and no standard 
money of full weight, the functional differences have a meanmg 
only when apphed to t5q)es of money of different mtnnsic values 
India had token money and Treasury notes convertible mto silver 
rupees even at the time when, by reason of the suspension of 
the free coinage of silver, the currency became free and the rupee 
stood at a considerably higher value than that of its effective 
silver content The result was that the actual silver content of 
the rupee represented, for Indian money in general, irrespective 
of the substance of which it was made, at least the lower, if no 
longer the upper limit of value On the other hand, restnction 
of legal tender power is sometimes found even when the types 
of money hmited m their legal tender power equal, or even exceed, 
full legal tender money m the value of their mtnnsic contents 
In so far as this has any meamng at all and is not merely bhnd 
imitation, it can only be explained as an arrangement for pro- 
tecting the receiver of large payments agamst bemg swamped by 
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large quantities of small money Convertibility in such cases 
only serves the purpose of regulating the condition of the circula- 
tion, and not of co-ordinating the monetary system For the 
rest, paper token money with hmited legal tender power is just 
as meaningless under a paper standard currency as it is under 
such a standard silver token money which — ^apart from the 
hmitation of its legal tender powers — ^may even be made con- 
vertible into full legal tender paper notes 

It IS impossible to draw other functional distinctions than 
those based on the degree of legal tender power and on the degree 
of convertibihty In particular, the differentiation between 
“vaJuta” and “accessory” money put forward by Knapp as 
the most important of such functional differences is untenable 
The underljnng ideas are, however, so instructive that Knapp s 
thesis cannot be dismissed without further examination 

Knapp regards as “valuta money” that definite — that is, 
inconvertible — type of money which the State always keeps m 
hand for payments to be made by the Treasury, and which the 
pubhc are forced to accept (see p 93 of his work) AU other types 
of money are “accessory” In order to classify the monetary 
systems of various countnes, Knapp argues that one must use 
“valuta money” as the starting-point (p loi) 

In the first place, it is clear that Knapp s concept of valuta 
money only represents a new idea opposed to the concept of 
definitive money where at least two definite types of money exist, 
as, for example, in France, before the War, m the case of the gold 
corns and the silver 5-franc pieces Where there is only one de- 
finitive type, as was the case with the gold coins before the War 
in England and Germany, this tjqie must, according to the defini- 
tion of Knapp, be at the same time also valuta money 

This considerably restncts the area of differentiation between 
valuta money and definitive money But it must be admitted 
that Knapp lays stress on the theoretical rather than on the 
practical importance of the question 

Where, therefore, two definitive types of money legally exist side 
by side, whether gold and silver money, or whether, as at present 
in Germany and m most other countnes, metallic money and in- 
convertible paper money, the question arises as to how this 
concurrent existence functions Two possibihties may be 
imagined Either the legal equahty between the two definite 
money types is lost in practice through the intnnsicaUy more 
valuable of the two types commanding a premium, or else the 
legal equality continues notwithstanding the non-convertibihty 
of one of the types into the other 

The former contingency was realised m the French double- 
standard currency Gold and silver coins were equally definitive 
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money, but it was not found possible to preserve the equality 
of value between them In the first stage of the French double 
standard system, gold money went to a premium, and m the next 
stage silver money went to a premium Similarly, the issue of 
inconvertible paper money side by side with metalhc money of 
full weight has, as a rule, led to the latter going to a premium, 
or even to its disappeanng entirely from circulation The appear- 
ance of a premium or agio means nothing more nor less, however, 
than that the money which goes to a premium disappears from 
the monetary system and is no longer a determinant of the unit 
of value of that system, which umt can naturally be derived 
only from a type of currency circulating at its nominal value 
Thus only one of the two definitive money types remains 
within the system If this definitive type, which circulates at 
its nominal value, in contrast to the type which has gone to 
a premium or has altogether vanished from circulation be called 
"valuta money,” this nomenclature does not appear to be open to 
any objection, but the advantage to be gained from it is not clear 

Moreover, Knapp’s method of differentiation does not fit all 
cases According to him, at the penod when the French double 
standard was in force, the choice of the valuta money lay with 
the State administration Whichever type of money was at any 
time chosen for use in Treasury payments was, for the time being, 
the valuta money, and any other was accessory ‘‘It is well 
known that the French administration chose silver money from 
1803 to about i860, and from i860 onwards made use of gold as 
valuta monev ” 

This conception, however, cannot be made to conform with the 
actual facts In reality it was not the Treasury which determined 
the position of gold and silver money within the system , this was 
done by the ratio of value between the metals m the open 
market So long as in the open market silver had a lower 
value, as compared with gold, than in the ratio on which the 
French double standard was based, silver, as was shown above 
in the histoncal part (p 129), flowed m large masses into France 
and gold corns went to a premium Qmte independently, there- 
fore, of the attitude of the Treasury, silver money not only filled 
all the channels of circulation, but also became the determmant 
factor for the unit of value of the French monetary system, be- 
cause, m contrast with gold money, it was paid and received at 
its noimnal value At a later date, when the gold discovenes m 
Cahfomia caused the ratio of value between the two metals to 
become unfavourable to gold, the consequence was that gold 
streamed m large quantities into France and silver money was 
partly dramed away and partly, in so far as it remamed in 
France, went to a premium, whereas gold money now circulated 
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at its nominal value The causes of this have been fully discussed 
above Here it is only necessary to point out that the alter- 
native disappearance first of gold money and then of silver 
money from their legal status m the monetary system, and the 
consequent denvation of the unit of value first from silver and 
then from gold, was not produced by an arbitrary act of the 
French administration, or by the pohcy of its Treasury, but was 
the result of existing circumstances in the open market, circum- 
stances which in a bimetalhc system must necessarily lead to 
such results It is clear that the State pays, as a rule, with the 
money which it possesses, and under the bimetalhc system the 
French State continually received from the commercial commumty 
silver money whenever the ratio of value on the international 
bulhon market made silver cheaper than the statutory ratio of 
the French double standard did 

We find, therefore, in this important and mstructive instance 
that the alternation between two definite money types in the 
determination of the unit of value, was not due to the attitude 
or policy of the Treasury in connection with its payments, but 
depended on economic circumstances which were the determining 
factors in the action of the Treasury 

Turning now to the second case — ^that m which the equahty 
of value between two or more definitive money types is preserved 
— we must investigate the basis of such preservation and how far 
It can be influenced by the pohcy of the Treasury regarding the 
pa5mients which it has to make 

We have seen that the surest method of preserving equality 
of value between two types of money of different substances is 
by means of the convertibihty of the intrinsically less valuable 
into the intnnsically more valuable type This method is of no 
avail here, as it is inconsistent with the problem which we are 
considenng, namely, on what basis the equality of value between 
the definitive — that is, inconvertible — ^money t5q)es can be pre- 
served We have seen that the preservation of equahty of value 
between money types of different content is affected by the State 
fully accepting through its Treasury the vanous types of money 
at their nommal value without differentiating between them, and 
at the same time, when paying out, meeting the wishes of the 
pubhc in regard to the particular types of money in which its pay- 
ments are made, a pohcy which Knapp himself has designated as 
" indirect inconvertibihty ” We have here, in point of fact, colla- 
boration by the Treasury, but, even so, the hne of differentiation 
put forward by Knapp does not apply Knapp places indirect 
convertibihty side by side with direct convertibihty, and if 
we understand him correctly, he regards mdirectly convertible 
types of money as belongmg also to the category of "provisional 
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money ” The fact, therefore, that full legal tender money is not 
forced upon the pubhc by the State depnves this money, even 
according to Knapp, of its character as definitive money If the 
same cntenon is to determine which money is valuta money and 
which is not, we still have to solve the problem as to wherein hes 
the difference between valuta and defimtive money and the 
difference between accessory and provisional money 

That Knapp’s hne of differentiation is based on an overesti- 
mate of the influence of the Treasury has already been illustrated 
by the failure of the latter to preserve equality of value between 
two definitive money t3q)es in the case of the French double 
standard The overestimate is further exemphfied by the fact that 
equality of value between two definitive money types composed of 
different content can be preserved without any intervention of the 
Treasury, if the State rebates, within the limits set by the money 
demand, the supply of the intnnsically less valuable type of money 
The theoretical proof of this phenomenon will be given later 
(Chap IX, para 4) Here we need only give certain practical 
examples 

In France, where side by side with the gold coins the silver 
5-franc piece is also definitive money, disturbances of the equation 
of value between gold and silver money, as far as my information 
goes, never occurred m ordinary commerce from the end of the 
seventies of last century up to the tune of the War In commerce 
on a large scale it has occurred for qmte short penods only, and 
withm very narrow limits In the Netherlands, where the same 
presuppositions apply even more, because the circulation of silver 
considerably exceeds that of gold, an agio upon gold never 
arose from the time when gold was introduced concurrently with 
silver money nght up to the War In India, where gold money 
scarcely circulates, the rupee was kept at par with the Enghsh 
gold currency which was made full legal tender m India in 1898 
These phenomena cannot be regarded as having arisen by reason 
of the Treasury, and its agencies, including the note-issuing banks, 
compelhng the pubhc to accept one or other type of money and 
thereby making it valuta money In all these countnes there is no 
doubt that the Treasuries exercised no compulsion with regard to 
the issue of gold coins They either gave no gold money at all or 
only, for reasons of their own, in such amounts as suited them In 
France we may even say that no uniform practice on the part of 
the Treasury ever existed As a rule, the Treasury made pay- 
ments of large amounts in bank notes and of sms^er amounts 
either m silver or in gold as it thought fit The Bank of France, 
by the fact that the silver 5-franc pieces were fuU legal tender, 
often adopted the practice, when converting its notes, of issmng 
gold money only at a premium The Bank of France, therefore, 
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exercised “compulsion” rather in the case of silver money than 
m that of gold 

It IS difficult to decide whether, in the terminology of Knapp, 
silver or gold coins should be regarded as valuta money in these 
countries It is a fact of fundamental importance, which cannot 
be explained by the “compulsory” treatment of silver money, 
that, up to the War, there was no premium on the intrinsically 
more valuable gold money, so that the unit of value of the mone- 
tary systems of these countnes was derived from their gold money 
and was thus connected with the value of gold bulhon If we 
do not wish to attach to the phrase “valuta money” a meaning 
contradictory to the conception of “valuta ” which clearly imphes 
a connection with value, then m such cases we can only treat 
the gold coins as valuta money 

This bnngs us to the following conclusions — 

In monetary systems in which only one definitive money 
type exists there is no necessity to employ the conception of a 
“valuta money ” 

In monetary systems with two definitive money types the 
vital question is whether it is possible to preserve equahty of 
value between the two t3q)es, or, which amounts to the same 
thing, to prevent one of the types going to a premium 

If this can be done successfully — ^which, m the case of the 
double standard, for reasons given by us when deahng with that 
monetary system and with the relations between the value of 
money and of its content, is certainly impossible — ^the sole deter- 
mining factor IS by no means the attitude of the Treasury This is 
frequently immatenal, whereas the pohcy of the State m the creation 
of money as well as the circumstances relating to the circula- 
tion enter into account and are often decisive Where, however, 
equahty of value between two or more defimtive money types is 
preserved, the value of money as such can certainly not be less 
than that which corresponds to the value of the content of that 
type which is mtnnsic^ly most valuable If this type is freely 
coined, then the money unit as such bears to the freely coined 
metal the same fixed relation as does the type of money produced 
from this metal by way of free coinage 

^ 6 Token Money in Gold and Silver Standard 
Currencies 

We have seen that every monetary system on a metalhc 
basis must make use of a variety of money substances, or, m other 
words that it must have token money, and that the art of con- 
structing monetary systems consists in taking measures to pre- 
vent the dismtegration of the system which would result from 
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a dissociation of the several t37pes of money which differ in their 
constituent substances 

Silver standard currencies by their very nature can do with 
much less token money than gold standard currencies In the 
case of the latter, only pieces of relatively high value are struck 
as standard coins from the standard metal but m silver standard 
currencies it is possible to produce standard coins of quite small 
denominations A gold com of less value than 10 gold marks, 
or at best of 10 gold francs, would be practically too small for 
commercial purposes, on the other hand, a silver 20-pfennig piece 
of nearly full standard value would, in the German gold standard 
penod, have corresponded in size and weight to the actual com 
to which the value of 50 pfennigs was assigned, and would thus 
have been quite a useful com It is true that in a silver standard 
system the relatively high cost of minting small coins makes it 
necessary, for fiscal reasons to assign to these a value higher than 
their mtnnsic value so that, for example all silver coins from 2J 
groschen downwards m the taler currency, and those from 6 
kreuzer m the gulden currency, were struck as overrated token 
coins But, whereas the silver standard made it possible to issue 
as full-value coins denominations as low as 20 pfennigs, yet the 
gold standard necessitated the entire field below about 10 marks 
being assigned to overrated token coins 

As against this advantage of the silver standard there is a 
very positive disadvantage In a gold standard system silver 
can be used as an auxihary metal to an extent corresponding to 
its relative value, and the silver coins can be embodied m the 
system as token money, or as money of restncted legal tender, 
by ascnbmg to them a specific nominal value derived from the 
gold coins On the other hand, it is not possible to embody 
gold coins in a similar way in a silver standard system 

The method employed for embodying silver coins in a gold 
standard system and for making them dependent upon gold for 
their value has already been explained It consists in issuing them 
with a value so much higher than their intrinsic value as to preclude 
any rise in the value of their contents beyond the gold equivalent 
of the money unit, and m restnctmg their coinage at the same time 
in order to prevent their value as money from fallmg below the 
value of the gold equivalent of the money unit As a consequence 
of these coins being given a value higher than their intnnsic value, 
they are restncted in their legal tender property so that those 
who receive them should be protected against having to accept 
m pajmient large quantities of such mfenor money These rules 
and conditions are not apphcable to gold corns in a silver standard 
currency The maintaining of money at its full standard value is 
much more important for foreign than for home trade Govern- 
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ment schedules do not operate beyond the frontiers of the country, 
and money which leaves the country to be melted down and 
recoined mto foreign money must denve its value merely from 
its content and not from its legal tender property, which property 
does not apply in such transactions Now, foreign transactions 
entail large payments, and these can be more convemently effected 
in gold than in silver On the other hand, smaller payments 
for which silver is the only possible metal belong essentially to the 
sphere of home trade If only on this account, it is more justifi- 
able to mmt the silver coins reqmred for smaller transactions 
with a content less than their nommal face value than the gold 
coins used for the larger payments Even on general grounds it 
appears natural and justifiable that the coins representing the 
smaller values should be thus produced and should denve their 
value from the coins which represent the larger amounts It 
would seem nonsensical to have standard coins for small payments 
and mfenor coins for large pajmients Again, silver coins in a 
gold standard currency, because they are overrated, can be 
restricted in their legal tender power, whereas gold corns in a 
silver standard system cannot be so restncted The task which 
fall's to silver coins as a medium of small payments coincides in 
every way with theu restncted legal tender quality On the other 
hand, gold coins can only serve the purpose of larger payments for 
which silver is too heavy Any restnction of their legal tender 
power would be wholly inconsistent with this function 

For these reasons history shows that the silver standard has 
always rendered impossible an extended use of gold coins 
Attempts to incorporate gold coins into a silver standard system 
have always proceeded on hnes which amounted to a suspension 
of the silver standard, and a substitution for it of a double standard 
in which gold coins struck freely as of full standard value received 
a fixed nominal value in terms of the silver money Or else the 
gold coins were struck as "trade coins" and stood outside the 
actual monetary system of the country In the latter cases a 
system was created which differed from that of a parallel system 
only in the unimportance of the gold cuculation 

It IS in the very essence of the silver standard that gold money 
should be excluded, and this has the effect that for all pajmients 
for which silver is too heavy the pubhc must make use of other 
types of token money, namely, paper tokens In any case, 
the quantity of meta&c money of full standard vedue in free 
cuculation must be considerably smaller in relation to the paper 
money than is the case m a gold standard currency The advantage 
of the silver standard which necessitates a smaller quantity of 
mfenor token coins is more than counter-balanced hereby In 
the case of the German gold standard, for example, payments 



SYSTEMS OF MONEY 


403 


of less than 10 marks had to be made m token money, on the 
other hand, paper notes became of real importance only in con- 
nection with amounts of 100 marks or over In a silver standard 
system, on the other hand, the convenience of the public would 
have necessitated the use of paper tokens for amounts possibly 
even lower than 5 marks, for, on the basis of the pnce of silver as 
it then existed, at least three silver coins of the size of the 5-mark 
piece of the time would have been required m order to give 5 marks 
in full-weight silver money Whereas in the German gold standard 
the field between 20 and 100 marks belonged to gold money of 
full standard value, the field which would have belonged to full 
standard money in the case of a silver standard would of necessity 
have been that between about 20 pfennigs and 5 marks 

The double standard would combine in this respect the 
advantages of the gold standard and of the silver standard if it 
could ever do more than place gold and silver on a footing of 
formal equality and could really secure a simultaneous circulation 
of both metals So long, however, as fluctuations of value between 
gold and silver exist, fluctuations which dnve out of circulation 
first the one metal and then the other, the actual state of affairs 
under a double standard corresponds neither to a silver nor yet 
to a gold system In the first case, the use of a sufficiency of gold 
money must be dispensed with, in the second case the sflver 
money necessary for small transactions can be kept in circulation 
only % being made — as in the case of the gold standard system 
— ^token money Actually, therefore, m a double standard system 
a quantity of token money as small as that required m a silver 
standard system would not be sufficient, but it would be necessary 
to have as leu’ge a quantity of this type of money as would be 
necessary under the gold standard On the otW hand, the 
circulation of gold would not enjoy the secunty which it would 
do under the gold standard 

The depreciation of silver which began in the seventies of the 
last century resulted m the margin between the nominal and in- 
tnnsic values of silver coins being unexpectedly widened m those 
gold standard currencies which were then m existence or were 
on the point of being introduced Whereas m England, in the 
Latin Union, m Germany, etc , the margin between the intnnsic 
and nominal values of the silver token coins was onginally between 
6 and 10 per cent , the mtnnsic value of such coins amounted 
ultimately to scarcely more than one-third of their value as money 
Over and above this, m the countnes with a hmping standard, the 
more or less large quantities of originally full- weight standard silver 
money which could not be disposed of when the gold standard was 
adopted were overtaken by a similar fate Thus when the pnce 
of silver was 60 marks per kilogramme the intrinsic value of the 
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French 5-franc pieces and of the German talers was only about 
one-third of their value as money Just as the degree of over- 
valuation of the coins always mtended to be tokens was thus 
appreciably increased, so the volume of token money was con- 
siderably added to in vanous countnes by the fall in the value 
of the standard silver coins 

The senous concern to which these unforeseen and undesired 
developments gave nse played an important part in the battle 
between the gold and the double standard, a controversy which 
raged with violence m the last two decades of the nineteenth 
century, but the considerations which were then of such im- 
portance are now of only historical interest The fear of fraudulent 
coining of the highly depreciated silver coins proved everywhere 
to be groundless Similarly, another danger has never yet taken 
practical form, namely, that m the event of senous economic or 
political cnses, pubhc confidence in the overrated silver money 
would be undermined in a manner threatening to disintegrate 
the monetary system bar from this being the case, in the 
political and economic catastrophe of the War, the theory, always 
held by the wnter of this book, proved correct This theory was 
that, in the event of senous complications, the public demand 
for small change would completely and sufficiently counter- 
balance the token nature of the silver coins In particular, in 
the early stages of the War, the shortage of small change became, 
notwithstanding the immediately increased coinage of silver 
and the issue of small notes, so acute that a premium was 
frequently paid for silver coins and small notes, and the com- 
munes and to some extent also the large pnvate concerns found 
it necessary to have recourse to an issue of emergency money 
of small denominations 

Similarly, the truth of the rule enunciated in earlier editions 
of this book has been established, VIZ that ‘the German currency 
cannot be placed in danger by the available supphes of overrated 
silver money, but only by a possibihty that, in the event of war, 
the relation between the notes issued by the central bank and 
the aggregate cash reserves is quite likely to be mismanaged ” 

Finally, the conclusion drawn from previous expenence has 
proved to be correct, that in the event of the suspension of 
convertibihty of bank notes and of their depreciation the mtnnsic 
mfenonty of silver coins would of itself act as a safeguard agamst 
their suddenly disappearing from the circulation and agamst a 
most acute shortage of small change Notwithstanding the 
marked defiaency of their intrmsic value, the silver corns of the 
Reich were m any case kept and hoarded m large quantities by 
the population The shortage of small change which was thus 
accentuated would have brought about a catastrophe m the early 
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montiis of the War had the silver currency been at an}^hing like 
its full standard value 


T| 7 Paper Money 

In a monetary system paper tokens differ in position frcan 
token corns, because, as we have already shown, they must be 
regarded as money both m the econoimc and in the legal sense 

The supplementmg of money m com form by paper tokens 
can be justified on two grounds The first important ground 
IS the necessary elastic adjustment of money m circulation to 
the ordinary and extraorinary fluctuations m the country’s 
demand for money The second ground, less important but 
not to be underestimated, is the convemence of the money 
market 

We discussed the first of these reasons when dealing with the 
question of the creation of money The second reason justifies 
the existence not only of notes of large denommations for which 
gold would be too heavy, but of the smaller notes also (see Chap 
VII, para 4) 

These two grounds give the principles for the incorporation 
of paper tokens within a monetary system on a metallic basis 
and their proper functions within that system 

If the stabihty of a monetary system requires that even coins 
of small denomination should be struck so as to have intrinsic 
value, then notes of small denommations which, for one reason 
or another, may be considered desirable, must be stnctly hmited 
in quantity Both aesthetic and hygienic considerations add to 
this necessity Present conditions in Germany prove how im- 
possible it IS to keep paper notes intended for small transactions 
in a satisfactory state 

When the German monetary system was reorganised after the 
estabhshment of the Reich, strict rules on this pomt were laid 
down The note-issuing banks, mcluding the Reichsbank, were 
forbidden to issue notes of smaller denominations than 100 marks 
The Treasury notes, the denominations of which were fixed at 
50, 20, and 5 marks, were limited to a maximum amoimt of 120 
million marks Only by a law of the 6th June 1906 was the 
Reichsbank permitted, m order that part of the circulating gold 
might be attracted to the bank and so increase its gold reserve, 
to issue notes of 50 and 20 marks, and the denommations of the 
Treasury notes were then fixed at 10 and 5 marks 

In order to obviate as far as possible any dangers which mi g ht 
result from a paper currency, the Treasury notes were given only a 
Treasury “ tender ” and were not made legal tender even m pnvate 
transactions Moreover, they were decided convertible, although 
VOL n 27 
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no special measures were taken for the creation of a conversion 
fund 

At first the German legal provisions regarding Treasury notes 
were very ngid, later they became a httle more elastic These 
provisions were strongly influenced by the prejudice against paper 
money caused by the practices of the vanous States m connection 
with such money before the estabhshment of the Reich Even 
such a convmced and almost orthodox adherent of the gold 
standard as Ludwig Bamberger regarded the precautionary meas- 
ures taken against the dangers of paper tokens as exaggerated 
He was m principle opposed to the issue of Treasury or State 
paper money side by side with bank notes But he held the 
view that once the introduction of State paper money had been 
decided upon, there should have been no obligation to convert on 
the part of the Reich The acceptance of these notes by the 
Treasury in pajnnent of taxes, etc , taken in conjunction with 
their hmited issue would, he thought, be sufficient to keep them 
at the value assigned to them In any event, it would be necessary 
to suspend convertibility in cntical times 

As far as bank notes were concerned, the original measures 
taken by the legislature of the Reich were also overcautious We 
need not here enter into a cnticism of the individual enactments, 
the purpose of which was to estabhsh and to maintain absolute 
convertibility of these notes Any attempt to do so would 
necessitate too deep an excursion into the subject of the nature 
and constitution of note-issuing banks We need only touch upon 
the properties with which bank notes are endowed in order to 
function as legal tender 

While Treasury notes at least, in virtue of a statutory pro- 
vision (para 50 of the Act of 30th April 1874), “must be accepted 
by all agencies of the Reich and of all the Federal States in pay- 
ment at their nominal value,” the Bank Act of the 14th March 
1875 expressly specified that no obhgation rested even upon State 
agencies to accept bank notes and that no such obhgation could 
be founded in law The notes of the Reichsbank were declared 
acceptable at the Treasunes of the whole Empire only by means 
of admmistrative regulations, revocable at any tune In other 
countnes, particularly m England and m France, the notes of 
the Central Bank were unhesitatmgly made full legal tender, 
their nature as money having been correctly apprised In Ger- 
many it was thought necessary to draw the utmost logical con- 
clusions from the gold standard, and no one was to be under an 
obhgation to accept in payment>a tj^ of money which did not 
contam it^ full intnnsic vsdue 

After the amending Bank Act of the ist Jime 1909, however, 
we find a change That Act, at any rate, declared notes of the 
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Reichsbank to be full legal tender m pnvate transactions, but the 
position as to notes issued by pnvate banks of issue and at first 
also as to Treasury notes remained unaltered 

Durmg four decades of peaceful development, which at certam 
penods of pressure m the tide of economic advance and at 
moments of financial cnsis made great demands upon the German 
banks of issue, and particularly upon the Reichsbank, it was found 
possible to meet these demands without endangenng the mtegnty 
of the monetary system by too great an expansion of the circula- 
tion of notes The War, however, destroyed the monetary 
systems built up on a metallic basis in the countnes which it 
affected and raised paper currency in such systems from its status 
of an auxiliary to that of actual money 

^ 8 Control of the Monetary Circulation 

Even the best monetary system is not a machine which 
functions quite automatically In fact, every monetary system, 
if it IS to fulfil the purposes for which it is intended, requires an 
active controlhng force to regulate it continually and intelhgently 
This may be done by 

(1) Supervision and control of the international relations of the 
monetary system 

(2) Care for the preservation of equihbnum between the home 
demand for money and the money in circulation 

(3) Local regulation of the circulation 

Modem countnes generally allot these duties to a central 
bank as they can m a large measure only be fulfilled by means of 
certam technical banking arrangements 

The German Bank Act of the 14th March 1875 (para 12) 
places the control of the circulation first in the hst of duties 
delegated to the Reichsbank But the activities of the central 
banks in this direction are so integral a part of their entire 
activities that a complete essay thereon must be left to the 
volume on the banking system Here only such remarks can 
be made as are necessary to a general outline of the monetary 
machine 

Under the first task mentioned above is understood the observ- 
ing and influencing of the international movements of the precious 
metals and those factors upon which the inflow and outflow of 
bulhon depend In particular, an important r 61 e is played by the 
rates of exchange and by the system by which they are regulated 
We shall revert to these in the next chapter Moreover, a 
reservoir must be created for this purpose into which bulhon 
imported from abroad must flow and from which supphes of the 
media of pajmaent for foreign countnes can be drawn Only a large 
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central bank is adapted for the performance of these duties 
The most important means of mfluencmg rates of exchange and 
movements of gold is that of a systematic control of the rates 
of discount by means of the so-called pohcy of discount-rate vana- 
tions, and this, of course, can only be earned out by a large bank- 
ing institution Similarly, it is only a bank disposing of very 
considerable means, and having the nght of issumg notes, which 
IS in a position to accept whatever quantities of the standard 
metal may be offered, to order the mmting of the imported metal, 
and to hold permanently a reserve of metalhc money and of 
foreign exchange sufficient for such demands for pa5anents to 
foreign countnes as may be anticipated It has already been 
repeatedly mentioned than an unhmited obhgation has been im- 
posed upon the Reichsbank to purchase gold bulhon in exchange 
for its notes 

The task mentioned vmder (2) is also one which by its very 
nature can be performed only by a large banking institution 
which has the nght of issumg notes Apart from the function of 
attracting bullion from foreign coimtnes, a function which has 
already been dealt with under (i), the control of the relation 
between the home circulation and the home demand for money 
can be exercised, on the one hand, by the elastic supplement to 
the metaUic circulation which is provided by a note issue, and, on 
the other hand, by the influence which can be exerted on the 
home demand, just as upon mtemational relations, by the regula- 
tion of discount rates Just as the demand for commodities is 
restneted by high pnees, so also the demand for money is restneted 
by high rates of ffiscount The intensity of this demand is felt 
by the banks and by the money market through the volume of the 
demand for short-term credit 

The above two points cover specific duties vested in note- 
issmng banks Point (3), however, imphes a duty which is not 
an essential constituent of banking, but could, and has m fact 
frequently been, be also undertaken by the financial administra- 
tion of the State, sometimes exclusively and sometimes in con- 
junction with the central bank 

Local control of the circulation imphes an apportionment as 
between the vanous parts of the country, not only of the total 
amoimt of currency, but also of the amounts of the mdividual 
types necessitated by the changmg conditions of economic mter- 
course The memorandum issued by the Reichsbank in 1900, on 
the occasion of its jubilee, has an mteresting chapter deahng with 
the control of the circulation It says ' 

“Exjpenence shows that some distncts require a continuous 

* Dte Reulhsbank 1876 bu 1906, issued by the Board of Management 
of the Reichsbank 
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influx of money, either because their demand is constantly grow- 
ing or because money is constantly being dramed away from 
them by other distncts by reason of the nature of their economic 
connections Particularly m regard to individual t)^es of money 
is it possible to demonstrate She existence of such conditions 
It IS of great economic importance continually to divert any 
excess of money, and especially of individual types of money, 
from locahties where it is accumulating into others where there 
is a corresponding shortage The need for this is particularly 
great in the case of token corns Too great an accumulation of 
token coins in individual locahties must, m the interests of the 
proper management of the circulation, be absolutely avoided 
Those in whose hands large amounts of such corns accumulate 
cannot use them for larger payments because of their restncted 
legal tender power, and must, therefore, rely on being able to 
exchange them for full legal tender currency At the same time, 
it is ]ust as much in the pubhc interest that those who require 
larger quantities of small change — e g for paying wages — should 
be able to obtain it in exchange for notes or for gold ’ 

To a certain extent the entire Treasury orgamsation of the 
State IS adapted to this purpose The pubhc can dispose of 
types of money which it does not require by usmg them for pay- 
ments to the Treasury This is facihtated by the provision, 
which constantly recurs in different countnes, that as far as 
payments to the Treasury or its agents are concerned, the hmita- 
tion of leged tender power does not apply, at least, m the case of 
token coins of silver But the effectiveness of Treasury offices 
in this sphere is subject to narrow hmits They are not able to 
divert media of circulation mto any particular distnct to meet the 
growing demand for money in that ffistnct by granting credits or 
making payments on claims which will fall due elsewhere, nor do 
they dispose of sufficiently large reserves to permit of their t aking 
superfluous tjTpes of money to any large extent and givmg those 
which are reqmred in exchange In these matters a central h ank , 
with considerable cash reserves at its disposal and with numerous 
brandies spread all over the country, is the nght organisation 
It IS charactenstic that the obligation imposed upon the State by 
the Currency Act of 1873 of giving gold currency m exchange 
for token coins has been delegated to certain head offices of 
the Reichsbank The reserves of individual branches of a large 
central bank are the reservoir from which the pubhc’s demand 
for money, and for particular types of money, is met, and 
to which the pubhc in turn gives up its surplus supphes of 
redundant types Quite apart from the law imposing such a 
definite obhgation, a central banking institution, if only in the 
interest of its own busmess, finds it necessary to supply to its 
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branches cash in the forms suited to local needs, and to meet as 
far as possible the wishes of the pubhc in regard to payments made 
and received, as well as in regard to the exchange of particular 
types of currency The degree to which the Reichsbank has 
fulfilled the task of local regulation of the circulation of currency, 
far in excess of the dunes imposed upon it by law, is clearly shown 
in the memorandum quoted above 



CHAPTER VI 


THE INTERNATIONAL MONETARY 
ORGANISATION 

f I Nature of the International Monetary Organisation 

Generally speaking, every State possesses its own monetary 
organisation which is an independent entity as compared with 
the organisation of any other State The monetary machme is 
a product of the separate legislation of each State, the operation 
of which ceases at the frontiers of that country For this reason 
there does not exist for international trade any such uniform 
standard instrument of transfer of value as is provided for internal 
transactions by the currency of the country Within the country 
itself transfers of value can take place by the simple process of the 
transfer of the country’s money, and the exchange of commodities 
can be effected by their being bought and sold in the currency of 
the country In international transactions, however it is necessary 
that the currency of one country should be exchanged for that 
of another An inhabitant of a country who has to make a 
payment abroad must procure for himself, by means of the 
money which he possesses, a reqmsite supply of foreign currency 
If he IS to receive a payment from abroad, he is generally 
under the necessity of exchanging it for the currency of his own 
country 

The rates, on the basis of which the exchange of the money 
of one country for that of another is made, depend upon all 
factors which influence general pnces, and in particular upon 
supply and demand Every foreign currency is, in terms of 
native money, a commodity, the pnce of which is subject to 
fluctuations We shall see that these fluctuations can be con- 
fined within very narrow limits by certcun arrangements which 
are a part of the monetary systems and the mamtenance of 
which depends on certain conditions If, however, these 
arrangements fail the fluctuations may at tunes attain extreme 
dimensions An absolutely fixed relation between the rates of 
exchange of the currencies of two countnes — a relation such as 
IS aimed at and is attainable for the several types of currency 
in one and the same monetary system— can, however, only 
exist where the two countnes have the same monetary system, 
not only in form but in actual operation This is a condition 
which has so far obtained only m exceptional cases and for 
hmited areas, nor has it ever been completely or permanently 
attamed 

We have, therefore, no uniform or standard mtemational 
currency and no actual international monetary organisation, but 
only the simultaneous existence of different national currency 



412 


MONEY 


^ 3 ^teins But the relation in which these stand to each other 
IS of the utmost importance to mtemational trade as a whole, 
and it IS this relation which is meant when the phrase "inter- 
national monetary orgamsation" is used 

If economic intercourse between one country and another 
necessitates the exchange of the money of the one for that of the 
other, then the development of such intercourse depends to a 
vital extent on the terms upon which such native and foreign 
currencies are exchangeable, and the stability or vanability, as 
the case may be, of these terms Thus it is clear that international 
trade is rendered much more dif&cult if the ratios of value between 
the currencies of the several countnes are not approximately 
stable Whoever sells goods to foreign countnes for foreign 
money, whoever invests capital abroad and draws his interest or 
other profit in foreign currencies, must attach great importance to 
his being able to calculate with some degree of certamty how much 
domestic money he will be able to obtain for the foreign currency 
at the tune when this is ultimately received by him The greater 
the fluctuations in the ratio of value between the currencies of 
different countnes, the more senous is the nsk of loss for 
persons who have to make pa5ments to or receive pa3ments 
from foreign countnes, and consequently, when the fluctuations 
are really great, only such transactions take place as offer a 
profit so large as to outweigh the nsk of loss on this account 
If there has ever been a tune when the truth of these remarks 
has been so clear as to be appreciated by all, it is the present 
tune of unexampled disturbance of the international monetary 
machine 

The relation of a currency to foreign currencies is called 
its foreign exchange value, and vanations in the ratio of value 
between native and foreign currencies are called fluctuations in 
the rates of foreign exchange, or fluctuations of the foreign ex- 
changes Investigation of the causes of these fluctuations and 
of the means which can be effectively employed to prevent, or 
at least to limit them to harmless proportions, is an important 
part of the study of the science of money 


^ 2 Par of Exchange 

The two pnncipal groups of currency systems, those of the 
normative and those of the free standard, present different aspects 
of the problem of the relations between two national currencies 
In the case of the latter group, m which movements in the value 
of money are not related to any third object of value, there is no 
limit to the fluctuations which can take place m their relation to 
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foreign currencies Where, however, the value of money is related 
to a definite weight of precious metal, the margm of fluctuations 
in the rates of exchange between that currency and foreign cur- 
rencies based on the same standard metal is infimtesimal, and 
the margin of fluctuations between the currency and foreign 
currencies having the other preaous metal as standard is deter- 
mined in the mam by the changes in the ratio of value between 
the two metals 

Let us consider the currencies of two countries each based on 
a gold standard For each of these currencies there is an equation 
between the value of the money unit and that of a specific quantity, 
by weight, of gold From these two equations, each of which has 
on one side a quantity of gold, a third can be denved which gives 
the relation between the values of the two money units This 
equation between two money units is called their mint “par of 
exchange ” 

The following example is given with a view to elucidatmg the 
nature of this “ par of exchange ’ — 

Germany and France both had before the War a gold 
standard currency m the sense that the value of the money unit 
was related to that of a defimte quantity of gold The German 
currency laws provided for the minting of 2790 marks from a 
kilogramme of fine gold Again, French laws laid it down 
that a kilogramme of standard gold of 900 thousandth parts 
in fineness should yield 3100 francs, which meant that a kilo- 
gramme of fine gold would give francs From these two 

equations the following equation, connecting the German and 
French currencies, was obtained — 


therefore 


2790 marks = 


31.000 

9 


francs = I kg fine gold. 


I franc= ^^^°^^ marks=— marks 
3i>ooo 100 


The par of exchange between French and German currenaes 
was thus — 100 francs =81 marks Every 81 marks of German 
gold money contained ]ust so much gold as would coin 100 francs, 
and in the one case as in the other an equation existed between 
the value of the monetary unit and of its specific gold content 
The calculation of mmt pars of exchange is a httle more difficult 
where the weights of the coins of the currencies m question are 
not m a simple relation to each other In prmaple, however, the 
calculation is the same for all systems based on the same standard 
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Thus the mint par of exchange between the German and the 
Enghsh currencies was deduced as follows — 


X marks =£i, os od 

£i, os od =24od 

934 5d =i ounce standard gold 

12 ounces standard gold==ii ounces fine gold 

1 ounce fine gold =31 1034962 gr of fine gold 

1000 gr fine gold =2790 marks 


This gave the result 


^ 240 X II X 31 1034962 X 2790 
~ 934 5 X 12 X 1000 


20 42945 


Thus the mint par of exchange between English and German 
money was — £i = 20 42945 marks, or roughly 20 43 marks Every 
20 43 marks of German gold money contained ]ust so much gold 
as would coin £1 sterling 

The nunt par of exchange between all gold standard currencies 
can be calculated in this way The same apphes to exchanges 
between silver standard currencies 

On the other hand, there is no fixed mint par of exchange 
between a currency on a gold standard and one on a silver standard, 
for m such a case we lack the equations between the monetary 
unit of the two currencies and one and the same standard metal 
Whenever the ratio of value between gold and silver alters, the 
equation between gold and silver exchanges must also vary ^ 
Given a pnce of silver of 6id per ounce standard, the mint par 
of exchange between the English and Indian currencies works out 
as follows — 


Xd =l rupee 

32 rupees =ii ounces fine silver 

37 ounces fine silver =40 ounces standard silver 
I ounce standard silver =6id 


This gives 


X= 


II X 40 X 61 
32x37 


=22 67d 


As long as India retamed the free coinage of silver, however, 
the mmt par of exchange between Enghsh and Indian money was 
calculated, on the basis of a pnce of silver of 4od , at ifid =i rupee 
When the pnce for silver was 6id one could buy with 22fd 
as much silver as would be required for the minting of i rupee, 

* How fax changes m the relative values of gold and silver are influenced 
by causes originating m the relations between gold and silver standard 
currencies will be discussed below 
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and when the silver pnce fell to 4od , only I5d were required for 
this purpose Every change m the ratio of value between gold 
and silver as expressed in the pnce of silver in the Enghsh gold 
standard currency had perforce to be accompanied by a corre- 
sponding change in the par of exchange between the Enghsh and 
Indian currencies On the other hand, until the free coinage of 
silver m India was abohshed, the Indian exchanges always stood 
at a fixed panty in terms of other silver standard currencies, such 
as those of Japan, China, and Mexico 

Between normative and free currencies as well as between 
one free currency and another there can be, as has already been 
emphasised, no panty of exchange whatever, as the values of free 
currencies are not connected with those of any third substance 

^ 3 Rates of Exchange — Particularly for Bills— Between 
Normative Currencies based on the same Metallic 
Standard 

Ihe anthmetical point of equivalence derived from the metallic 
equivalents of two normative currencies is, as we have found 
their “mint par of exchange”, but it must now be stated that, 
even in the case of normative currencies based on the same 
standard metal, the actual rate of exchange does not in practice 
invanably, or even normally, coincide with the mint par, but, 
as a rule, vanes within certain definite and very narrow limits 
about this panty pomt 

This IS observed as soon as the actual exchange of the coins of 
the country for foreign coins comes into question That the actual 
rate of exchange can deviate from the mint par of exchange in 
such a case follows from the fact that even in normative currencies 
the ratio of value between money and the money metal is not 
absolutely fixed, but in fact vanes within certain very narrow 
limits Cost of coming, loss of interest entailed thereby, and 
abrasion of the freely coined pieces m circulation are factors 
which introduce the possibihty of fluctuations to the extent of a 
few tenths per cent round about the pomt of equivalence between 
money and the metal If the equation of value between the 
German money unit and the gold metal, and the equation between 
the Enghsh money unit and gold, were not definitely fixed, but 
only approximate, then only an approximate equation could be 
derived from them for the relative values of German and English 
money The rates for foreign money cannot, however, deviate 
from the mmt par of exchange by more than the loss by abrasion 
supplemented by the cost of changing foreign into native money 
and the native into foreign money 

This can be made clear by an arithmetical example Take, 
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for instance, the most unfavourable rate which French 20-franc 
pieces could reach in terms of German money Assuming the 
abrasion of French gold corns to be i^ths per cent , a lb weight of 
standard gold of -^ths fineness would be contained, not m 3100 
francs but in 3115 5 francs We shall assume further that in 
connection with the mmting of gold mto German coins, or in a 
sale of the metal to the Reichsbank for notes, 2784 marks (2790 
marks, minus 6 marks for seigmorage) were obtained for a kilo- 
gramme of fine gold We then have the following — 

X marks =100 francs 

3115 5 francs =i kg standard gold 

10 kg standard gold =9 kg fine gold 
I kg fine gold —2784 marks 


This gives the equation 

^_ioo X 9x2784 


3115 5x10 


-So 424 


Thus the assumed abrasion of French money and the cost of 
transforming French gold coins into German made possible a 
deviation of 0 576 marks from the mint par of exchange of 81 
marks for 100 francs This possibility would become a reality if 
a person owning French gold coins with the assumed degree of 
abrasion found it necessary to change these into German money, 
but on the assumptions made, it would never be necessary for 
him to accept less than 80 424 marks for 100 francs 

A similar deviation in the other direction — that is, above the 
mint par — is possible when French money has to be obtained for 
German gold coins with considerable abrasion In such a case the 
owner of the German coins must bear a loss of at most the abrasion 
and the cost of recomage 

In practice, however, transactions in which foreign money in 
coins or notes is obtained by actual exchange for native money are 
of much smaller importance than transactions involving short- 
term claims in foreign money Except in cases where particular 
kinds of foreign currency are required for melting down or 
for industnal use, persons who desire to buy foreign money do 
so because they need it for payments which they have to make 
abroad ^ For such a purpose, however, — apart from foreign 
money required by travellers — a short-term draft payable 
abroad, which gives the purchaser a claim to money at the place 
where his payment is to be made, is considerably more convenient 
than actual foreign money, and particularly more so than com. 


' Under present day (early in 1923) conditions m Germany the mam 
factor m the trade in foreign notes is speculation Speculation by the 
pubhc cannot however, enter in any way into the question of the relation 
to each other of two normative currencies based on the same metal 



INTERNATIONAL MONETARY ORGANISATION 417 

which necessitates the trouble and expense of transmission to 
the place of payment abroad Smiilarly, if a person has sold 
goods abroad or has entered into some other transaction with a 
foreigner, and as a consequence has at his disposal a definite sum 
of foreign money which he desires to change into money of his 
own country he finds it much more convenient and cheaper 
to sell his right to the foreign money for a short-term document 
rather than to have the foreign money sent to him to be ex- 
changed into the coins or notes of his native country The short- 
term documents used almost exclusively for international trade 
payments are the bill of exchange, the cheque or draft, and the 
telegraphic transfer These are known collectively as "foreign 
exchange ’ The rates which give the relation between the 
currencies of different countries are usually designated and 
treated as "rates of foreign exchange,” which is short for "rates 
for foreign bills of exchange,” the reason of this being that origin- 
ally the bill of exchange played far and away the most important 
part in these matters, the cheque and telegraphic transfer being 
quite recent institutions The phenomena under discussion, of 
which foreign exchanges form but a part— though a very important 
part — have been included by Knapp in his comprehensive phrase 
of "intervaluta relations,” * e international currency relations 
Before however, we deal with the details of rates of foreign 
exchange we must investigate a little more closely the import- 
ance of bills of exchange in international payments 

The bill IS used in international trade as a medium of clearmg 
pajments in order to save transmission of actual cash from one 
country to another The following example may serve as an 
illustration of this pomt Let us say that a German chemical 
factory has sold dyes to England and has to receive pa3nnent 
from there and that at the same time a German spmner has 
bought cotton in England and owes a sum of money to the 
English merchant In order not to have to send the sum of 
money to England in cash, a procedure which would entail 
charges for transport and insurance, the German spinner arranges 
for the chemical factory to transfer to him its claim on the English 
dyer This is done by the factory drawing a bill of exchange on 
Its English customer and sellmg this bill to the spmner The 
latter then pays the English cotton merchant by sen^g him this 
bill The cotton merchant presents this bill to the dyer, who is 
also in England, and he thus receives pa3ment in Enghsh cash for 
his cotton The advantage of this manipulation is that mstead 
of two costly transfers of cash (one from England to Germany and 
the other from Germany to England) two inland transfers have 
taken place (the one in Germany from the spinner to the chemical 
factory and the other in England from the dyer to the cotton 
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merchant) As a rule, however, the operation does not take place 
quite in this straightforward form, which has been set out above 
for purposes of simphcity, but by the intervention of banks which 
buy and sell foreign bills of exchange 

So long as the payments which have to be made between two 
countries balance each other, the bill of exchange makes it 
possible to settle all such pa3nnents fully without incumng the 
expense of cash transfers from one country to the other More- 
over, so long as this is the case, there is no reason why the rate of 
foreign exchange should deviate from the mint par of exchange 
As a rule however, there is an excess of payments to be made by 
the one side or by the other, and then it may be necessary, in 
order to settle the balance, to send cash If the country A has 
at any given moment larger claims than debts towards the country 
B, the consequence is that the supply of bills of exchange on 
the money market drawn by merchants, etc , of the country A 
on the country B exceeds the demand for them So long as in 
both countries the gold standard is in force, those who cannot 
dispose on the money market of country A of their bills drawn on 
country B must send these to country B to be met, have the 
money sent from there in cash, and change it on arrival mto 
money of their own country either by recomage, by sale to the 
Central Bank, or in some other way If, on the contrary at any 
given point of time the claims of country B on country A pre- 
dominate, then on the money market of country A the demand 
for bills drawn on country B will exceed the supply Whoever, 
then, has to make payment in country B and cannot procure a 
bill of exchange drawn on that country must send cash to country 
B In order not to have to incur the cost of sending cash, etc , 
the sellers of bills in the first case would be prepared to accept 
for the bills a slightly lower rate, and the buyers in the second case 
would be prepared to agree to a somewhat higher rate than would 
correspond to the par of exchange Thus the rates of foreign 
exchange can vary from the point of panty both in an upward 
as well as in a downward direction, according to the relation 
between supply and demand 

To the factors which, in actual transfers of foreign for native 
currency, bnng about deviations from the par of exchange must 
be added all those charges which are connected with the 
transmission of cash from one country to another, viz freight, 
insurance, commission, etc 

But as long as the same metalhc currency standard obtains 
on both sides the fluctuations of foreign exchange rates about the 
point of panty are limited by the above factors m the same way 
as are fluctuations in the exchange of hard cash In any given 
case more than the actual currency rate at par would be paid, or a 
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lower rate accepted, m order to avoid the cost of sending cash, 
etc As soon, however, as the rate of exchange has nsen above or 
fallen below par by so much that this deviation equals the amount 
of the charge for sending cash abroad, no further nse or fall in 
the rate is possible as people would then stop buymg and selling 
bills and would have recourse to payments in metalhc money 

The limits set by the cost of sending gold in either direction are 
called, where both currencies are on a gold standard, the “gold- 
points” of exchange If the rates of exchange tend to the 
point which makes it cheaper to import gold, the exchange is 
called “favourable ' and the gold-point itself “the upper gold- 
point ” If the cost of sending gold rises, we speak of an 
“unfavourable” exchange and of a “lower gold-point ” This 
terminology is old It dates from the time of the mercantihst 
theory that the ultimate aim of mtemational trade was the import 
of precious metals 

Whether “favourable” exchanges appear as lower or higher 
than par depends on the manner in which foreign exchange rates 
are quoted In Germany and in most other countnes these rates 
are quoted as the amount of inland money which must be paid 
for a specific amount of foreign money, eg how many marks 
must be paid for 100 francs or for a pound sterling In such 
quotations favourable exchanges are S3monomous with low and 
unfavourable exchanges with high rates A fall m the price of 
foreign bills of exchange causes the owners of such bills to prefer 
to present them for payment abroad and receive their amount m 
metalhc money, on the other hand, a rise in the rate of exchange 
causes those who have to make payments abroad to prefer to 
transmit these in cash In England, however, most foreign 
exchanges are quoted by the rate being given for a fixed amount 
of English money — for example, marks or francs obtainable at any 
time for a pound sterling Here low quotations correspond to 
unfavourable and high quotations to favourable rates of exchange 
When only a low amount of the money of a foreign country can be 
obtained in England in the form of bills of exchange for a pound 
sterling, the purchase of bills drawn on that country becomes 
unprofitable as compared with the sendmg of cash, if more of the 
foreign money must be given in London by way of bills for a 
pound sterlmg, the sale of such bills becomes unprofitable as com- 
pared with their presentation for pa3ment in the foreign country 
and the import thence of the cash resulting from such pa3mient 

The margin within which, in the case of two gold standard 
currencies, the rates of exchange can deviate from par and the 
rates at which the transmission of bullion or of cash becomes 
profitable are thus, m practice, not definitely fixed, but depend on 
a number of special and by no means always constant conditions 
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The amount of actual abrasion of the inland or foreign currencies 
together with the cost of recomage and of the transmission of 
cash gives a maximum for the deviation This maximum can, 
moreover, be restncted by special measures Actual recomage can 
be made superfluous by a central bank being prepared to purchase 
the foreign gold coins at a published price, the bank giving notes in 
exchange for the coins Tins pnce it is customary to fix according 
to the weight and not to the nominal value of the foreign coins, so 
that the abrasion comes into question here If the purchase pnce 
for foreign gold coins, or even for gold buUion, stands below the 
mint pnce by less than the amount of the seigmorage, then sale of 
the coins or bars to the bank for notes becomes more profitable than 
actual recomage and the maximum for the fluctuations of the 
rates of foreign exchange is correspondingly reduced A further 
contraction of the limits of fluctuations for rates of exchange is 
brought about when, if it be necessary to send cash to a foreign 
country, the money of that country can be procured at home 
at a price corresponding to its gold content, or else, if gold bars 
are available, at their mint price In the latter case there is 
no question of loss by abrasion, but seigniorage charges or 
deductions from the mint pnce of the gold bullion made by the 
central bank of the foreign country, when buying the bullion, 
still remain In the former case neither abrasion nor recomage 
have to be considered, and the cost of transmitting cash is in- 
creased only where the foreign coins can only be obtained at a 
pnce exceeding par 

Thus, even when the charges for transmitting cash remain the 
same, the gold-points are not unconditionally fixed but deviate 
more or less from par according to the above rules When m 
pre-war days the Bank of England had a stock of German gold 
coins and sold these at their mint value, or at only a shghtly 
higher rate, or when it gave up gold bulhon at its mint pnce, 
then the lower gold-point for Germany would more closely 
approximate to par than if only v/orn sovereigns had been avail- 
able for cash transfers to Germany 

Apart from fixing the buying and sellmg pnces of gold bars and 
foreign gold coins, the large note-issmng banks can influence the 
extent of the maximum deviations of the rates of exchange from 
par, and thereby the position of the gold-points, by grantmg 
advances free of mterest against dehvenes of gold If, when 
the rate of discount is 6 per cent , such an advance is granted 
for half a month, this corresponik to an allowance of J per 
cent to the importer of gold In such a case the import of 
gold becomes profitable at a rate J per cent nearer to par than 
the gold-pomt resulting from the other factors The system 
of advances free of mterest against dehvenes of gold was very 
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largely developed and practised by the German Reichsbank 
before the War 

The limits so far established for the fluctuations of rates of 
exchange away from par apply to the fullest extent only to the 
relation between currencies in which it is certain that standard 
metalhc money at its nominal value — ^that is, without any 
premium and without special charges— can be obtamed at any 
moment in exchange for any other type of money Where this is 
not the case, larger deviations are possible, as may be observed in 
the so-called hmping standard currencies Where only gold coins 
are absolutely full legal tender, it is clear that gold money at its 
nominal value can always be obtained Where, however as in 
France before the War, underrated silver coins, which could not 
be melted down or recoined without considerable loss, were legal 
tender as well as gold coins, those who had to make payments 
abroad could procure for this purpose such silver coins at their 
nominal value, whereas for gold corns they might have to pay a 
premium As the market demand for metalhc money for purposes 
of balancing international indebtedness draws as a rule upon the 
large cash reserves of the central banks in the case of a hmping 
gold standard currency, the question always is whether the central 
bank will pay unreservedly upon demand at any moment gold 
money at its nominal value, whether it will convert its notes upon 
demand for gold currency, whether it will pay in gold money at 
its nominal value upon demand against credit accounts, deposit 
accounts, etc , whether it will discount bills of exchange in gold 
currency if asked to do so, or whether it will make use of its nght 
to pay m silver money by saying m effect " We have the nght to 
pay m silver currency, and if you insist upon being paid m gold 
you must put up with a small deduction — ^that is, we shall charge a 
premium for paying you m gold ” The pohcy of unconditional 
pa5nnent m gold was followed before the War by the German 
Reichsbank, even when the silver talers were stiU full legal tender 
side by side with gold currency At the Bank of England, in view 
of the English monetary system, this pohcy was naturally adopted 
In the case of the Bank of France the pohcy of charging a gold 
premium was however, adopted occasionally 

This IS not the nght place in which to enter upon a detailed 
discussion of these two systems, about which a good deal of con- 
troversy has ansen , such a discussion is only possible m connection 
with an exposition of the prmciples and outline of the discount 
pohcy Here we have only to point out that, where a premium on 
gold IS charged, it is merely an addition to the charges of trans- 
mission and exchange of metalhc money, and, m fact, must be 
regarded as an additional charge for obtaining metallic money 
smtable for export The history of the French rates of exchange 
VOL II 28 
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before the War is a practical instance m proof of this Whereas 
the cost of transmission and recoinage of gold money between 
France on the one hand, and England and Germany on the other, 
amounted at most to o 4 or o 5 per cent , the rate of exchange 
between France and the two countries referred to at times deviated 
by more than a full i per cent from par 

f 4 The Balance of International Indebtedness 

In discussmg the question of the margin of fluctuations of 
rates of exchange in the case of countries with normative 
currencies, we indicated at the same time the causes of these 
fluctuations as being the changes in the relation of supply and 
demand for media of payment for foreign countries, which relation 
is based on the balance of international indebtedness 

The balance of indebtedness of a country is the expression 
of the relation of the pa5mients which that country has to make 
to or receive from foreign countnes at a given moment, or over 
a penod of time 

The balance of indebtedness is not identical with the "trade 
balance ’’ , for the balance of trade of a country compnses simply 
the relation of the imports to the exports On the other hand, 
although the claims to payments which result from the import 
and export of goods constitute an important part of the balance 
of international indebtedness, yet they do not invanably con- 
stitute even the most important part In the decades before 
the War, for example, the trade balance of the most advanced 
and economically most favourably situated countnes of Europe 
was "passive" ie the imports of those countries — England 
Germany, and France — regularly exceeded their exports, and, 
in fact, by considerable amounts In the year 1913 the im- 
ports of Great Bntain and Ireland amounted to 768 7 million 
pounds sterhng and the exports to only 634 8 milhon pounds 
sterlmg The ‘ passive balance” of trade amounted, there- 
fore, to 133 9 million pounds sterhng, or roughly 2700 milhon 
gold marks In France m the same year the imports were 8421 3 
and the exports 6880 2, the passive balance or trade being 
thus 1541 1 nullion francs Germany had an import of 10,769 2, 
an export of 10,098 2, and a passive balance of 671 million 
marks The balance of international indebtedness of these 
countnes was, however, "active," as is proved by the state 
of their exchanges and by the considerable import of gold It 
follows, therefore, that the factors which, apart from the balance 
of trade, enter into the balance of mdebtedness constituted a 
more than sufficient counter-weight to the passivity of the trade 
balance 



INTERNATIONAL MONETARY ORGANISATION 423 


These other factors of international indebtedness are as 
follows — 

1 A country’s holdings of foreign secunties (shares, bonds of 
all kinds, etc ) as compared with the holdings abroad of similar 
secunties of that country The greater the excess of inland 
holdings over those held abroad, the greater are the mterest and 
dividends which the country draws year by year from abroad 

2 Undertakings by nationals of one country earned on in 
foreign countnes, the profits of which just as the interest and 
dividends from foreign secunties, are drawn by the country of 
the capitahst and entrepreneur 

3 International agency and transport activities in trade and 
shipping 

4 All payments for work done abroad in so far as the savings 
from such payments are sent or brought to the home country, 
or, from the point of view of the foreign country, pa3mients made 
to foragn workers in so far as these exceed amounts spent by such 
workers m the country making the pa3mients 

5 Spending of foreigners m the home country in relation to 
spending abroad by nationals of that country 

Before the War the German holdings of foreign secunties and 
other forms of foreign capital investments, items which fall under 
I and 2 above, were estimated at between 20 and 25 milhard gold 
marks Owing to the relatively high rate of interest earned by 
foreign capital investments, the annual produce of these could be 
estimated at at least i J milhard gold marks To this were added 
about I milhard gold marks earned under heading 3 from inter- 
national trade and from the earnings of the German merchant manne 
m the carnage of persons and goods The total under these three 
headings therefore, produced about 2 \ milhard gold marks to be 
added to the credit of Germany in its international indebtedness 

The items under 4 and 5 were unquestionably passive for 
Germany The earnings of German workers abroad were exceeded 
by the payments which had to be made year m and year out, par- 
ticularly to the large numbers of seasonal agncultural workers 
Similarly, the expenditure of foreign travellers in Germany was 
more than counter-balanced by the expenditure of Germans travel- 
hng abroad These two headings did not, however, represent 
suffiaently large items at all substantially to reduce the excess 
under headings i to 3 The passive balances under headings 
3 and 4 could be estimated for Germany at roughly half a milhard 
gold marks There was thus, on the whole, an active balance of 
international indebtedness of about 2 milhard gold marks The 
items under 5 were of great importance to a country such as 
Switzerland, the international indebtedness of which was con- 
siderably reduced by the intensive and regular travel of foreigners 
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in the country They were also important for a country such as 
France, Pans having always attracted many of the wealthier 
visitors of the whole world Italy also received not only the 
income 5uelded by foreign travellers, but large sums every 
year from Italians workmg in foreign countnes m Europe and 
overseas 

The War and the subsequent Peace Treaties have shaken the 
foundations of the balance of mtemational indebtedness of most 
of the important countries of the world, and have thereby 
destroyed the international monetary organisation 

Even dunng the War itself diminished production and the 
enormous increase m consumption of all the necessanes of hfe 
and of war matenal in the belhgerent countnes made the trade 
balance of such countnes strongly passive, whilst neutral countnes 
as well as the USA and Japan increased their exports and, 
above all the pnces of these exports enormously, and were thus 
able to register unprecedented export surpluses The excess of 
imports over exports in England rose from 134 imllion pounds 
sterhng in 1913 to 790 million pounds sterling m 1918 , m France 
it rose from i 5 milliard francs m 1913 to 15 8 milhard francs 
in 1917 On the other hand, the active trade balance of the 
USA increased from 324 million dollars in the financial year 
1913-14 to no less than 4129 milhon dollars m the financial 
year 1918-19 

The enormous imports by the European belhgerents brought 
about a ventable revolution in international indebtedness In 
particular the USA which up to the outbreak of war had 
been a debtor country, became the largest creditor country of the 
world The credits granted by the Amencan Government to the 
Alhed States, including the unpaid interest on July 1921 
amounted of themselves, to more than ii milhard dollars Of 
this amoimt England owed about 4 6 milliard, France 3 6 milliard, 
Italy I 8 milhard, and Belgium 409 milhon dollars The advances 
by the British Government to other countnes amounted m March 
1921 in round figures to i 8 milliard pounds sterling, of which 
amount Russia owed 561 million, France 557 milhon, Italy 477 
milhon, and Belgium 103 milhon pounds sterhng To this must be 
added commercial credits which cannot be estimated statistically, 
but which are very considerable The enormous sums for war credits 
were, however, far exceeded by the claims set up by the victonous 
against the defeated countnes, particularly against Germany, 
under the heading of " Reparations ” The London ultimatum 
of May 1921 fixed the German reparations debt at 132 mdhard 
gold marks plus the Belgian war debts — ^in all about 138 milhard 
gold marks This is more than thirteen times the highest annual 
amount which was ever reached by the total pre-war exports of 
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Germany and more than the aggregate national wealth left to 
Germany after the War, the Revolution, and the Peace Treaty 
Never before has the world seen a volume of international 
indebtedness even approachmg this total The mdebtedness is 
out of all proportion to the actual and possible extent of mter- 
national exchange of commodities by which alone mtemational 
debts can in the long run be hquidaled This apphes particu- 
larly in the case of Germany The weakening of German pro- 
ductivity by the War and the Revolution, as well as the temtonal 
cnpphng of the Reich, have resulted in a great diminution of 
German exports and an increase of imports In the year 1922 the 
value of imports, as provisionally estimated, amounted to 6 2 mil- 
hard, and the value of exports to 4 milliard, the passive balance of 
trade thus being 2 milliard gold marks This shows how impossible 
of performance are the annual claims against Germany The 
attempts nevertheless to enforce, by violence, payments which 
cannot be made could not but lead to the complete collapse of 
German exchanges which we are now witnessing 

Only under a broad and enhghtened regulation of war debts 
and reparations will it be possible gradually to re-estabhsh the 
international monetary machine, now almost completely destroyed, 
and to stabilise to some extent the international relations between 
the vanous currencies International loans cannot by them- 
selves do more than bnng about at best a temporary rehef In 
the long run they intensify the disturbance due to international 
indebtedness, and the resulting disturbances of the international 
money machine 

^ 5 Exchange Fluctuations between Gold and Silver 
Standard Currencies 

In the relations between currencies on the same metallic 
basis even the greatest fluctuations in international indebtedness, 
so long as the basis of the currency is preserved on both sides, 
can produce only the smallest movements limited by the two 
gold-points, while the exchange parity remains completely un- 
affected by all such fluctuations 

The relation between a gold and a silver standard currency, 
however, differs slightly Here the mint par of exchange is 
not fixed, but changes with the ratio of value of the two precious 
metals and with the pnce of silver in gold standard countries 
Given a certain pnce of silver, however, the rates of exchange 
between gold and silver standard countnes can deviate from the 
mint par of exchange derived from the pnce of silver, only within 
those narrow limits which are determmed, on the one hand, by 
charges for transmission and the comage of silver bars, and, on 
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the other hand, by the cost of importing and melting down silver 
coins and by the amount of their abrasion Herein lies the 
chief resemblance of this relation to that of one gold standard 
currency to another and of one silver standard currency to 
another The point of difference is to be found in the fact 
that the balance of international mdebtedness between gold and 
silver standard currencies influences the pnce of silver and 
thereby also the changes in the par of exchange between gold 
and silver standard currencies In the historical part of this book 
we have had frequent occasion to draw attention to the great 
importance which the balance of Indian indebtedness had for the 
pnce of silver on the London market, so long as the Indian mint 
was open to silver 

Nevertheless, the international indebtedness of the various 
silver countries is but one of many factors which enter into the 
pnce of silver, or which amounts to the same thing enter into 
the relation between the values of silver and gold This limited 
influence, exercised upon the price of silver by the international 
mdebtedness of a silver-using country, contrasts with the fact that 
the ratio of value between gold and silver, resulting from many 
other causes, is the vital factor for the determination of the rates 
of exchange of silver-using countnes, subject to the narrow limits 
of vanation set up by the costs of transport We thus have here 
a pecuhar case of reciprocal action 

In his book Knapp ^ makes an attempt to present the relation 
in question m a different light He does not deny altogether the 
importance of the industrial factors which can affect the course of 
silver prices (circumstances of production, demand for industrial 
purposes), but he regards as the determining factor the rate of 
exchange of silver standard countries, and m so far as the period 
1871 to 1893 IS concerned he takes this factor to be in the mam the 
exchange value of the Indian rupee We, on the other hand, put it 
as follows The ratio of value between gold and silver is, it is true, 
influenced by the balance of mdebtedness of each and all the several 
silver-using countnes, which gives an upward or a downward tend- 
ency to the rate of exchange of those countnes The ratio of 
value itself, as it actually stands at any moment as a result of 
the multiplicity of mdustnal and financial factors, is, however, 
of decisive importance for the rate of exchange of the silver- 
using countnes Knapp puts forward the following thesis The 
ratio of value between gold and silver is determmed by the 
rate of exchange of the silver-using countnes Changes m the 
circumstances of production and m the industrial demand can 
have but a modest and modifying effect, and this, too, only in so far 
as they have an effect on the international balance of mdebtedness, 
*■ Dte StaatlKhe Theorit des Geldes 
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and thereby on the exchanges of sUver-usmg countries, and make 
themselves felt through these 

In support of his thesis Knapp adduces, in particular, that 
from 1871, and still more so from 1876 onwards, both the Indian 
rupee and the Mexican peso fell for reasons of a “pantopolic” 
nature — that is, on grounds affecting the entire complex of the 
mercantile relations of these countnes as expressed in their 
balance of international indebtedness — and quite independently 
of developments in the price of silver The price of silver, there- 
fore, went back in those days because the rate for the rupee was 
weakening, and, in fact, it followed the rate of the rupee because 
this rate always set an upper limit to the pnce of silver Knapp 
sees a proof of this argument in the events of the year 1893 In 
that year of the suspension of free coinage of silver the rupee 
stood at i5d and far from rising as a result of the suspension 
It in fact fell to 13d and I2d Most writers would express 
surprise at this "We however, do not share this surprise 
For do not we believe that the pnce of the rupee fell for panto- 
polic reasons ? If then such reasons continued to apply — and 
this remains to be proved — why should the closing of the Indian 
mints to silver have raised the rate of the rupee ? That this rate 
did not rise is unquestionable, and from this very fact we conclude 
that its fall was not due to silver, for some reason itself becoming 
cheaper and thus depressing the rate of the rupee In point of 
fact the actual position was diametncally the opposite ” 

In connection with this line of argument, let us first see how 
things actually stood 

It IS true that for various important reasons the Indian 
balance of indebtedness was substantially more unfavourable, 
not only from 1871 to 1876 but from about 1866 onwards, than it 
had been in the previous decade This has been shown in full 
detail on pp 192, 193 It must also be admitted that the fall 
in the demand for silver for monetary purposes, due to the 
more unfavourable course of the Indian balance of indebtedness, 
had an important effect on the ratio of value between silver and 
gold So far from this being disputed, it has been generally 
accepted in the writings of economists from the time of Soetbeer 
But the following reservation must be made to Knapp’s assertion 
The Indian balance of indebtedness in the period under considera- 
tion was not absolutely unfavourable, but only less favourable 
than it had been in the decade from 1855 to 1865 As regards the 
actual balance of trade Knapp is absolutely wrong when he 
wntes “It IS also a fact that India does not produce such goods 
as find their market m England in sufficient quantities to counter- 
balance English goods sold in India Quite apart from what the 
Government might do it is, in effect, necessary for India to 
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market rupees in order to buy English goods ” The exact 
opposite IS the case Durmg the whole penod of the falhng rupee 
exchange, India had a great excess of exports over imports, 
estimated at, at least, 250 milhon rupees per annum on the average 
of the years 1866-93 The enormous claims by India on foreign 
countnes, resulting from its "active” trade balance, were not 
even nearly neutrahsed by the unquestionably unfavourable 
indebtedness of India to England This mdebtedness found its 
expression in the issue of Council bills The extent to which the 
issues of these bills fell below the excess of exports dunng these 
cntical years may be seen from the following table — 


Penod 

(Annual Averages ) 

Excess of 
Indian 
Exports 
over 
Imports 
(1000 
Rupees ) 

Total of 
Council 
Bills sold 
(1000 
Rupees ) 

Excess of 
Exports 
over 
Council 
Bills sold 
(1000 
Rupees ) 

Excess of 
Imports 
of Silver 
(1000 
Rupees ) 

1870/71-1874/75 

233.350 

120,840 

112,510 

30,631 

1875/76-1879/80 

231.430 

151.140 

80,290 

70.542 

1880/81-1884/85 

292,310 

195.700 

96,610 

60,806 

1885/86-1889/90 

284,660 



96.351 

1890/91-1894/95 

344.380 

234,880 


112,220 


Even if we combine the Indian trade balance with that 
country’s indebtedness to England, we still get a continuous 
considerable credit balance of Indian claims on foreign countries, 
which balance must cetens panbus have brought about a rise in the 
exchanges and which did, in fact, lead to a continuous import of 
silver into India If, instead of a rise in the exchange of the rupee 
which should have resulted from the "pantopohc circumstances” 
of India, a marked fall occurred, this is exphcable only by 
assuming that the combined effect of the factors which were 
depressing the price of silver was greater than the effect resulting 
from the Indian balance of mdebtedness This latter could 
retard the fall in the pnce of silver, but could not arrest it , the 
fall in silver must, therefore, of necessity have depressed the 
Indian exchanges, notwithstanding the counter-balancing effect of 
the balance of indebtedness This becomes particularly clear if we 
compare the par of exchange between English and Indian money 
resulting from the pnce of silver as it then stood on the London 
market with the actual position of the rupee rate of exchange ' 

* Detailed statistics which however, begin only with the year 1890 
are given by Arnold in Das tndtsche Geldwesen unUr besonderen BeruekstcMt 
gung setner Reform sett 1893, Jena, 1906, p 330 
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One may say that the rate of the rupee taken on the whole 
was always about Jd higher than its melting value, as given 
by the then pnce of silver in London The Indian exchanges 
were thus favourable as compared with the then ratio of value 
between silver and gold, and in this way rendered possible larger 
imports of silver This confirms the view that the Indian ex- 
changes on their own account tended, by reason of the balance 
of Indian indebtedness, to rise and were for the time being as 
high as was possible, having regard to the pnce of silver, which 
for other and important reasons was weakening If, for example, 
dunng that period, silver production instead of rising had fallen, 
so that it would have scarcely sufficed to meet the Indian demand 
for silver for monetary purposes, then the Indian balance of 
indebtedness could have brought its influence to bear on a rise 
in the price of silver 

As Knapp, in support of his theory, refers in particular to the 
events of the year (1893) when the free coinage of silver was 
suspended in India, we must also give the actual facts here ^ 

The suspension of the free coinage of silver resulted from the 
fact that the Anglo-Indian Government, correctly appreciating 
matters as explained above, desired to remove the pressure which 
the complex of factors depressing the price of silver exercised on 
the Indian exchanges in opposition to the tendency which — 
averaged over longer periods — ^must have followed from the 
factors determming the balance of Indian indebtedness 

The success of this step— controverting Knapp’s view — ^was 
assured within a matter of a few years 

At first the rate of exchange of the rupee rose The rate, which 
had fallen from 18 4d at the beginning of the year 1891 to about 
14 5d at the end of May 1893, rose, immediately after the suspen- 
sion of free coinage in June 1893, to 15 88d at the beginning of 
July 1893 whilst the London price of silver was falling from 
37 7d at the end of May to 34 25d at the beginning of July 1893 
However, the rupee exchange did not remain at the level 
reached by it immediately after the suspension of the free coinage 
of silver, but it went down slowly in the succeeding eighteen 
months until it reached 12 4d in January 1895, the price of silver 
falling at the same time to 27 2d From that point onwards, 
however, the tendency became definitely reversed Already, by 
the end of December 1895, the rate of exchange of the rupee 
had again nsen to 13 8d , and in March 1898 the new par of 
exchange of i6d which was being aimed at was reached From 
this par of exchange the rate varied up to the War only to 
the small extent conditioned by the cost of gold shipments, and 

' Cf the work by Arnold just quoted and also Heyn, Ihe tndtsche 
Wahnmgsreform, 1893, parbcularly the tables on pp 38 and 39 
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continued in fact, for the most part, in harmony with the Indian 
balance of indebtedness in an upward direction 

There is thus no doubt that after a short period of transition 
the rate for the rupee rose, when once the pressure exercised by the 
continued depreciation of silver had been removed, to the upper 
limit provided by the Enghsh gold currency, and that this occurred 
without any change having taken place in the basic factors 
conditioning the balance of Indian indebtedness The temporary 
fall of the rupee exchanges in the second half of 1893 and during 
1894, a fall on which Knapp bases his proof, cannot be used for a 
deduction of this kind It could not reasonably have been 
expected that the fuU effect of the suspension of free coinage of 
silver on the rate of exchange of the rupee would have become 
apparent at once, especially as immediately before this time cer- 
tain special circumstances in the Indian indebtedness were counter- 
acting any upward tendency in the rate of the rupee The excess 
of exports over imports was in the year 1893-94, with a figure 
of 295 million rupees, not inconsiderably lower than the 387 and 
403 million rupees in the two preceding years, and when in the 
following year the excess rose to 353 million rupees, the Govern- 
ment proceeded to issue Council bills to a hitherto unpre- 
cedented amount The bills issued amounted to 310 million 
rupees and absorbed nearly the whole "active” trade balance 
How exceptional in that year was the course of the balance of 
international indebtedness of India is seen from the fact that the 
exports of gold exceeded the imports of that metal by 50 million 
rupees, a state of affairs which Indian trade statistics record only 
twice before, and then in a much smaller degree 

Taking it all in aU, therefore, the developments m the Indian 
exchanges before and after the suspension of the free coinage of 
silver show that the rates tended almost continually to nse m 
obedience to the conditions of the Indian indebtedness, but that 
this tendency was, as far as its effects on the price of silver were 
concerned, more than counter-balanced by other potent causes, 
so that the actual course of the Indian exchanges was, until the 
free comage of silver was stopped, dominated by the price of 
silver, which in its turn was the result of many factors, amongst 
which the Indian indebtedness was but one and not even the 
most important 

Apart from the example ]ust considered somewhat fully in 
connection with the theory put forward by Knapp, the actual 
position of things is clearly seen as soon as we consider a 
series of silver standard countries with diffenng balances of 
international indebtedness We can then neglect the effect of 
mdustrial factors and are yet led to the result that the ratio of 
value between silver and gold (which m such a case is the product 
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of all the factors determining the balance of mdebtedness of the 
several silver-using countries), determmes the rate of exchange 
of every such country within the narrow limits set by the cost of 
transmission of silver 

Let us consider India and Mexico as two such countnes Let 
us assume that India has a favourable and Mexico an unfavourable 
balance of mdebtedness The Indian exchange has then a tend- 
ency to nse, and the Mexican exchange to fall Both tendencies 
have unquestionably an effect on the price of silver, but in opposite 
directions If the effect of the Indian balance of indebtedness is 
the stronger of the two, then the pnce of silver and with it the 
rate of exchange of Mexico rises, although the Mexican inter- 
national indebtedness would not itself have resulted in a nse 
of the Mexican exchange It is of course, true that the price 
of silver would not nse to the extent to which it would have 
risen had not the Mexican balance of indebtedness operated the 
other way 

Again let us consider a historical example In the year 1890-91 
the circumstances of the international indebtedness of India 
were on the whole normal At all events they showed no reason 
for a rise of the Indian exchange The excess of Indian exports 
amounting to 282 million rupees was smaller than m the two 
immediately preceding and following years, when it was respec- 
tively 342 and 387 million nipees The issue of Council bills, 
the amount of which was 212 milhon rupees, was roughly normal 
Whilst, therefore, the circumstances of the mdebtedness of India 
taken by themselves must have resulted m the year 1890-91 in a 
lower rate for the rupee than m the two immediately preceding 
and following years, in actual fact the opposite occurred The 
rate of exchange of the rupee averaged in the year 1890-91 
something over i8d whereas in the years 1889-90 and 1891-92 
it was 16 57d and 16 73d respectively The rate for the rupee 
had even for a short while reached 20f|d dunng the year 1889-90, 
whilst in the previous year a rate of i6d had been registered, and 
in the following year there was a set-back to about i5d The 
explanation of these remarkable developments, which are in 
contradiction to the course taken at the time by the balance of 
mdebtedness, is to be found solely m the legislation of the Urated 
States of America (Sherman Act), which caused enormous specula- 
tion on the nse of silver m the year 1890 The rupee exchange, 
however, which, having regard to the mdebtedness of Inia, 
should rather have fallen than nsen, was forced upwards by the 
pnce of silver, which was nsmg for other reasons 

It IS clear therefore, that however one may estimate the effects 
of the industnal and monetary factors which determine the pnce 
of silver, it IS still the pnce of silver (on the course of which the 
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balance of indebtedness of the country has a certain but not the 
sole decisive influence) which for every silver standard country 
IS the absolutely determining factor for its rate of exchange 
withm the narrow margins known to us The pnce of silver, which 
IS determined by a multiphcity of factors, which in part remforce 
and in part counteract each other, gives an equilibrium pomt 
for the gold and silver exchanges, from which the actual rates of 
exchange can deviate, under tte direct influence of international 
indebtedness, only within known and narrow himts 

f 6 Fluctuations in the Exchange Relations between 
Free Currencies 

The position of free currencies in relation to a foreign monetary 
system is in absolute contrast to the relationship between norma- 
tive currencies In free currenaes the value of money is not con- 
nected with any third commodity, and all those influences which in 
normative currencies cause merely unimportant fluctuations from 
the imnt par of exchange, limited by the upper and lower gold- 
points, have a much greater effect on the exchange value of free 
currencies They result here in fluctuations of so many per cent , 
whereas in the other cases they can only produce changes to 
within tenths of i per cent Whereas money of full intrinsic 
value can be melted down at any time and can be recoined into 
the money of other countnes at a relatively small cost or where a 
gold standard and a silver standard currency are opposed to one 
another, by the sale of the resulting bullion, paper money cannot 
be rendered valuable either by reason of its substance or by 
being transformed into the money of another country This 
makes it theoretically possible for such money to suffer almost 
complete depreciation m terms of the currencies of other countnes 
This theoretical possibility became a bitter reality for certain 
countnes after the War In terms of gold money the Russian 
rouble has sunk to less than part of its original value, 

the Austrian crown to less than part, and the German 

mark for a short while to less than tv part 

Moreover, m the case of normative currencies, the standard 
metal or the fuU-weight money of foreign countnes on the same 
standard can be transformed at any time into the currency of the 
country by free coinage, whereby a hmit is set to the possibihties 
of a nse of the currency of that country, but the exchange of a 
country which has no free coinage of any of the metals can, if 
the demand for the media of payment for that country cannot be 
met, nse to an unlimited extent 

In those free currency systems in which the value of money 
has only an upper or only a lower limit, or has widely separated 



INTERNATIONAL MONETARY ORGANISATION 433 

limits considerable fluctuations in the exchanges can take place, 
at least within these wide limits 

These unlimited or wide fluctuations can take place not only 
as agamst normative currencies, but clearly also in the mutual 
relation of free currencies For the movements in the value of 
a free currency are determined at all times by factors which are 
only relevant to the country with that particular currency 
The demand for Argentine currency, a country with a paper 
currency, might, for example, be considerable by reason of large 
exports of wheat, and might have the effect of raising the 
Argentine exchange, whereas at the same time Brazil, also a 
country with a paper currency, might have its currency depressed 
by weakness in the price of coffee 

Other causes of fluctuation must be added to the fluctuations 
of the balance of international mdebtedness in the case of free 
currencies, especially paper currencies These are causes which 
can play no important part in the case of normative currencies, 
being the mode of issue of money and circumstances affecting 
State credit 

In normative currencies the free coinage of the standard 
metal to some extent automatically regulates the creation of new 
money No question arises, therefore, as to the policy adopted 
for the issue of money On the other hand, in the case of metalhc 
currencies with suspended coinage, and m that of paper cur- 
rencies, the State can regulate the supply of new money at will 
On the policy adopted by the State in this matter, whether it be 
a policy of careful supervision and of restriction of the issue of 
paper notes or coin, or whether it be a policy of throwing large 
quantities of new money on the market, the value on the markets 
of the world of that State s currency must naturally depend 
Depreciation of paper currencies before the War was in most 
cases caused by excessive issues of paper money 

Factors which act upon State credit are also of little importance 
in normative currencies so long as only standard money of full 
weight IS full legal tender, or so long at least as such money largely 
predominates in the circulation, because the value of such money 
IS intrinsic and is quite independent of external circumstances 
On the other hand in a monetary system which compnses ex- 
clusively or mainly money whose intnnsic value is less than its 
nominal value the value which attaches to the currency on the 
world markets will also depend largely on considerations of the 
economic, financial, and political prospects of the State in ques- 
tion In particular, in the case of a paper currency, the question 
will always anse whether, and if so, when and at what rate of 
exchange the resumption of convertibihty of the notes may be 
expected Economic and pohtical crises and a bad financial 
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pohcy dimmish expectations of this nature and tend, therefore, 
to depress the rate of exchange of the currency, while a favour- 
able course of economic, financial, and political developments 
may raise the rate of exchange 

The far-reaching effect of all these factors can be seen from the 
history of the exchanges of every country with a free currency 
In so far as penods before the War are concerned, we may perhaps 
be allowed to refer in this connection to the wnter’s investigation 
into the history of the Russian paper currency durmg the eighties 
of the nineteenth century ^ Therein it was shown that the 
rouble exchange in Berlin depended primarily upon the fluctua- 
tions in the Russian exports of wheat, the most important and 
the most unstable factor m the international indebtedness of 
Russia whilst at the same time it was observed how at times 
political causes interrupted the workings of this relation The 
post-war penod with its unprecedented dislocation of international 
exchanges is in itself a striking illustration of the effects of the 
factors referred to 

^ 7 Regulation of Rates of Exchange 

In any two currencies hnked to the same metal the mint par 
of exchange between them is fixed ex tnstituHone, and the small 
margm on each side of this point within which the rates for hard 
cash, bills of exchange, and cheques can vary is determined by 
definite and calculable factors 

The position is similar in the case of two currencies hnked to 
different metals except that here the mint par of exchange does 
not follow merely from the nature of the two currency systems 
but must be calculated on the basis of these systems in accordance 
with the price of silver as it stands at the moment 

In both groups the extent to which the State can exercise an 
influence on the rates of exchange is limited, except in so far as 
this influence relates to the constitution of the system and to its 
maintenance Where any influence is exercised, it proceeds usually 
from the great note-issuing banks to whom the duty of regulating 
the money circulation is delegated We have already seen that the 
note-issuing banks can, by fixing prices for the purchase and sale of 
gold bars and of foreign gold coins and by granting advances free of 
interest against deliveries of gold, exercise a certain influence on 
the rates of exchange at which the import or export of the standard 
metal becomes profitable, and in this way can also influence the 
extent of the margin of fluctuation of these rates of exchange 

^ Aussenhandel und Valutaschwankungen first published in SchmoUer s 
Jahrbuch, vol xxi 2, and subsequently in the author s Studien Sber Geld 
und Bmkwesen 
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Within this margin the banks can influence the movements of 
the exchanges by certam measures of banking pohcy^ particu- 
larly by the regulation of rates of discount and by a systematic 
manipulation of operations in foreign bills of exchange A fuller 
study of these matters can only be undertaken in connection 
with a detailed treatment of the banking system At present we 
need only indicate that the rate of discount of a large note-issumg 
bank, in so far as it influences the country s general rate of 
mterest for short-term credits, affects to some extent the inter- 
national movement of the precious metals A relatively high rate 
of discount, which makes the investment of money in the country 
in question appear to be a profitable proposition, increases the 
demand for the money of that country and favourably affects 
its rate of exchange If, moreover, it so happens that a note- 
issuing bank has purchased and locked up a substantial supply 
of foreign bills at a time when the rate for these was low, it 
can, when the rate is high, counteract the unfavourable tend- 
ency of the rates by throwing some of its stock of bills on the 
market 

But so long as the organisation of both normative currencies 
remams intact any such regulating influence can only be exercised 
within the narrow hmits about the mint par of exchange resulting 
from the systems themselves 

( Free currencies, however, give a much wider scope for the 
exercise of influence by the State or by its authonsed agents 
In these cases there is no par of exchange ex mshtuttone The 
State can, therefore, fix some arbitrary parity point as a desirable 
aim and it can attempt to make this par effective by means of 
its own financial pohcy and by the pohcy of its banks 

The best-known pre-war example is provided by Austna- 
Hungary This monarchy had, in fact, provided in its legislation 
for a gold standard, but up to the outbreak of the War the Austro- 
Hunganan bank had not officially undertaken to redeem its notes 
in gold Yet the Austnan currency had from the middle of the 
nineties of the previous century remained almost stable in its rela- 
tion to gold standard currencies, just as though the gold standard 
had actually been brought into operation in Austna-Hungary by 
gold payments for notes This resulted partly from the free coinage 
of gold which was in force from the beginmng of the nineties, 
and in consequence of which the rate for the Austnan crown 
could not nse much higher than 85 pfennig m German currency, 
and partly from the pohcy pursued by the Austro-Hunganan 
bank, which kept a considerable reserve of gold and a large 
stock of foreign exchange of gold standard countnes In the 
event of the money market not being able to meet the demand for 
the currencies of countnes on a gold standard, the bank gave up 
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some of its stock of foreign exchange, and, if necessary, also gold 
bars at a rate which did not much exceed the panty desired 

For such a pohcy to be earned out, the bank must naturally be 
in a position to go on replenishing its stock of gold and of foreign 
exchange after each dram upon its reserves in order to maintain 
the rate of exchange Whether this drain can be supported 
depends m turn on the country’s balance of mtemational mdebted- 
ness and possibly also on the credit of the State In any event, 
the secunty given for the upkeep of the rates of exchange by such 
bankmg and financial measures is not the same as that which foUows 
ex tnsHtuttone from the organisation of the monetary system, which 
can only become nugatory by a change m the monetary system 
itself, c g by the suspension of the convertibihty of notes 

The method of regulating the rate of exchange of the Russian 
rouble adopted by the Russian State bank from 1894 onwards, in 
preparation for the commencement of gold payments, was similar 
to the above The Ministry of Finance held considerable gold 
credits in vanous foreign centres, particularly m Berhn, and these 
were used for the purpose of regulating the rate of exchange of the 
rouble When the tendency of that rate was downward, these 
credits were employed for purchasing rouble notes and bills of 
exchange on Russia When the tendency was upward, the 
Minister of Fmance caused rouble notes to be offered for sale 
In this way it was found possible actually to stabihse the rate of 
exchange of the rouble before the conversion of notes into gold 
was undertaken But even this case illustrates the example of 
Austna-Hungary above, for the stabihsation of the rate of 
exchange was at the mercy of the arbitrary will of a departmental 
authority, and of the means at its disposal, and the monetary 
system itself contained no guarantee of stabihty for the rate of 
exchange 

In a similar manner Argentine has stabihsed since 1898, by 
the aid of a “conversion fund,” the rate of its paper money in 
terms of the currencies of gold standard countries ^ This hmited 
degree of secunty is sometimes practically demonstrated by States 
whose exchanges are not stabihsed by the nature of their monetary 
systems, but who, finding it difficult to place loans m terms of 
their currency on the international money market, maintain a 
degree of stabihty by more or less arbitrary measures They 
must either accept unfavourable terms so as to cover the greater 
nsk nm by the lender, or else they must be content with giving 
their creditors the option of lending them money in terms of gold 
standard currencies 

On this question of the regulation of rates of exchange by way 

'For the case of Russia and the Argentine in particular see Carl A 
Schaefer, Klasstsche ValtUasiabthsterungen, 1922 
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of banking and financial measures we must also disagree with 
Knapp 

He concludes from the fact that by such measures, which he 
descnbes collectively as “exodromic measures,” a fixed rate of 
exchange can be attamed even m cases where no normative 
currency (“hylodromy”) exists, and that it is not necessary to 
connect the value of money with some metal in order that a fixed 
rate of exchange (“exodromy”) should be created In this he is 
doubtless nght in theory and also to some extent in practice 

But Knapp oversteps the mark when he puts forward the 
further proposition that from the monetary systems of two 
countnes a par of exchange cannot anse without further conditions, 
and that such a panty can in fact only come into bemg where it 
IS definitely aimed at by the governing authonties of the countnes 
in question, and that it is reahsed by measures designed specifically 
for the purpose (p 238) According to him, the “ choice of the 
panty point” always depends on a "decision” (p 211) “Ever 
since Germany has, hke England, had a gold standard currency, a 
par of exchange between these two countnes has existed, because a 
decision was taken to regard the rate which corresponds with the 
mint par of exchange as the rate of exchange, and because efforts 
have been made to maintain it by special arrangements It would 
have been possible, although there would have been no pomt m 
domg so, to set up and maintain some different par of exchange” 
(P 211) 

As has been shown above, however, it follows, with mathe- 
matical certainty, from the fact that the monetary units of two 
States with the same standard metal are related to each other, that 
the reciprocal rates for money and for short-term claims can 
fluctuate only withm certain limits, calculable for any pomt of 
time, on each side of the par of exchange given by the metallic 
eqmvalent of the two money units 

This makes it both theoretically and practically impossible 
to set up and maintain between two countnes with the same 
normative currency a par of exchange which is other than that 
which follows of Itself from the two monetary systems If, m the 
circumstances which existed in the currencies of Germany and 
England before the War, the German Government had wished to 
fix the par of exchange between German and English money at 
30 marks, instead of 20 43 marks per pound sterlmg, this would 
have been ]ust as nonsensical and as impossible of performance 
as if it had undertaken to pay 30 marks for every 20 43 marks 
For in such a case the German Government would have had to 
declare its readmess to pay for all bills of exchange on England, 
or for all types of English currency offered to it, 30 marks per 
pound sterhng, whereas fi’om the quantity of gold contained in 
VOL n 29 
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or obtainable for each pound sterling, it could have produced 
only about 20 43 marks of German money The case would have 
been the same m any attempt to fix a rate below the mmt par 
of exchange If it had been thought desirable to fix the par of 
ex chang e at 1 5 marks for one pound sterling, the German Govern- 
ment would have had to give one pound sterhng for each 15 marks, 
whereas it could have procured pounds only by pa3ang 20 43 
marks for them Both cases would have brought about an end- 
less drainage of gold from the country which attempted to adopt 
a finan cial pohcy practically so impossible and theoretically so 
ludicrous 

If, therefore, we refuse to follow Knapp m his excursion in 
this direction, and if we keep steadfastly to the opimon that in 
the mutual rdation between two normative currencies the par of 
exchange follows from the two monetary systems as such, we do 
not deny that, m the case of normative currenaes, banking or 
fina n cial measures may be of importance, but simply maintain that 
such measures do not apply directly to the actual fixation of the 
par of exchange as agamst other currenaes, but merely to the 
proper upkeep of the country’s own monetary system, which of 
Itself gives the rates of exchange of its money in terms of such 
foreign currencies as are on the same basis 

^ 8 An International Monetary Unit and a Oommon 
Standard of Currency 

Our mvestigation mto the mutual relations between individual 
national monetary systems shows that only between normative 
currencies on the same metalhc basis does there exist a relation 
which corresponds to the requirements of international trade and 
which IS subject to but very small fluctuations, whereas in the 
reciprocal relations between a gold and a silver standard currency, 
as well as in those between a normative and a free currency and 
between one free currency and another, there is always the 
possibihty of violent fluctuations which cannot be calculated in 
advance But the small fluctuations of the rates of exchange 
between normative currenaes, the mconvemence arising from the 
multiphcity of imits of money of one and the same normative 
systenJ, the restnction of the vahdity of the currency of each 
country to its own temtory, and the necessity, in international 
transactions, of exchangmg the money of one country agamst the 
money of another, aU these mconvemences, though insignificant 
when compared with those resultmg from violent fluctuations in 
the rates of exchange between the currency and other currencies, 
were felt as a disadvantage from the earhest tunes 

Hence, at vanous times, efforts varymg in degree have been 
made to create one uniform mtemational monetary system out 
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of the number of different ones already existmg A uniform 
world currency appears, on purely theoretical grounds, as the 
ultimate end of that property of money which created the impera- 
tive necessity for the estabhshment of uniform national monetary 
systems, namely, the widest possible temtonal extension of its 
" vahdity ’’ The desire for a uniform currency gams especial force 
at times of great expansions m world trade The endeavours to 
set up a world unit of coinage were greatest m the years from 
i860 to 1870, clearly following upon improved means of transport 
and the dimmution and partial abohtion of the high customs 
bamers which had heretofore divided countnes from each other 
In the histoncal part of this book, it was shown how these en- 
deavours, notwithstanding the enormous support given to them, 
espeaally by the French Empire which was then pre-eminent, 
oidy led to the formation of the Latin Union, comprising few 
countnes, but not to one unit of currency for the whole world 
as the French statesmen had long dreamed of The causes were 
not to be found only m the bloody pohtical events of the year 
1870-71, which gave a set-back to ideas of international brother- 
hood, and by increasing nationahsm repressed mtemationahsm, 
but lay chiefly in the difficulties inherent to the problem of a 
world currency 

Considenng the determining influence of State legislation upon 
currencies, it is only possible to institute a uniform monetary 
system and a common circulation without difficulty where uni- 
form legislation exists, that is withm the confines of a single 
State It IS true that international agreements regarding the con- 
trol and regulation of the monetary system and m connection 
with a more or less common circulation may be, and have been, 
concluded, but, as we have already discovered m part, the expen- 
ences gained from such agreements cannot be regarded as m any 
way encouragmg 

If sufficient guarantees for the maintenance, m a state of 
efficiency, of a common circulation are to be provided, even if only 
on paper, then the contractual engagements of the several parties 
must be so far-reaching as to be, for the most part, inconsistent 
with the sovereignty of States and with the freedom of action which 
IS so vital to States Was not this m fact the great difficulty 
which, before the creation of the Reich, made the settmg up of 
a common unit of currency impossible even within the German 
Customs Umon? Radical provisions regardmg the circulation of 
token money, far-reaching reciproaty of control m the matter of the 
exactness of coinage, agreements concermng tolerated defiaency 
and withdrawal from circulation of worn corns, and safeguards 
agamst the dangers which threaten the monetary ssrstems by the 
issue of mconvertible paper money,— all these pomts require regula- 
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tion if a common currency is to be established In the Latin Umon 
ajl these requirements were not fully met, the Umon contenting 
itself m the main with fixing the weight and fineness of the vanous 
types of currency, laying down quotas for the coinage of token 
money, and imposing upon the individual States the obhgation 
of converting their token money No attempt was made to 
control the production of the mints, to fix the tolerated deficiency, 
to make regulations for the redemption of worn corns of full legal 
tender, or to provide safeguards against the dangers of excessive 
issues of paper money It was just at the end of the sixties of the 
last century that it was currently reported that the coinages of 
the Pans mint lacked exactness, and that no effective safeguards 
existed in France against the circulating currency becoming too 
greatly worn, so that m Germany, where long and bitter expenence 
had shown the effects of an inexact comage and of a debased circula- 
tion, the enthusiasm for a jomt currency with France waned con- 
siderably To this was added the circumstance that, in the first 
year after the conclusion of the Latin Union (1866), Italy found it 
necessary to make its bank notes mconvertible Notwithstanding 
that the unit of money was nominally the same, and that a common 
currency existed on paper, the Itahan currency fell greatly 
m value in its relation to the currencies of the other States of 
the Umon Moreover, the Itahan token coins were drained 
away to those other States where, m accordance with the terms 
of the convention, they had to be accepted by the Treasury 
and the banks at their full noimnal value, the i-hra piece being 
taken as a one-twentieth part of the gold 20-franc piece, while m 
Italy itself it was, at first, m view of its mfenor mtnnsic value, 
equ^ only m value to the depreciating paper money Thus, any- 
one could make a profit by buying Itahan paper currency m France 
at about 105 lire for 100 francs, changing it m Italy for silver 
token corns, and then changing these m France at their nommal 
value into gold money At a later date, too, particularly in the 
3?ear 1893, Italy again found herself m the same position and 
for the same reasons The dram of her silver token corns to 
other States of the Umon was a senous burden on the Itahan 
money market, and as far as these other States were concerned 
the influx of Itahan token coins rendered illusory the fixed quotas 
for the amounts of token money m circulation In the interests 
of both sides it was found necessary to make, in 1865, a supple- 
mentary agreement, which excluded the Itahan token corns from 
the other States and imposed upon Italy the duty of taking back 
these corns at their nommal value from those States 

The War completely destroyed the Latin Umon At the time 
of wnting (the middle of March 1922) the Swiss quotation on 
Pans finish, and Rome is 32 80, 28 50, and 25 50 francs respec- 
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tively for 100 francs of French or Belgian currency or for too lire 
of Itahan currency 

Though one may intend to provide, by agreement, all conceiv- 
able safeguards for a common circulatmg currency, it is not 
possible even with the greatest care to foresee, when drafting a 
currency convention, all the contingencies which at some future 
time might become of deasive importance As an example we 
need only recall the problems which arose from conditions, which 
it would have been impossible to have anticipated, in connection 
with the hquidation of the Austnan talers and of the silver 5-franc 
pieces But even when all conceivable precautionary measures 
have been taken there is still no guarantee that, at ftie decisive 
moment, the agreements will be kept Financial breakdown or 
considerations of self-preservation on the part of a State can 
nulhfy the most far-reaching contractual provisions, to the 
detnment of all the States participating in the common currency 
Thus, the Vienna Convention of 1857 expressly provided that none 
of the participating States should assign to inconvertible paper 
money the power of full legal tender Nevertheless, Austna, 
which at the time when the agreement was concluded had a paper 
standard currency, found it necessary, after a short-hved attempt 
to resume cash payments, to reintroduce inconvertibihty, and she 
remained throughout the entire penod dunng which the conven- 
tion was in force on a paper standard 

With these expenences and considerations in mmd, the com- 
parative advantages of an actual universal monetary umt — ^the 
saving m calculation and the avoidance of changing from one unit 
to another — cannot be rated very highly As we have seen, by far 
the greatest majority of international monetary transactions take 
place not by means of metallic money, but by bills of exchange 
and similar documents Even with a common unit of account the 
bill of exchange would have a varying rate because circumstances 
would still necessitate the actujJ sendmg of money from one 
country to another, and cost would be incurred thereby One 
need only look at the fluctuations of the Pans rates of exchange 
on Brussels and on 7 unch, even in times of pohtical peace 
and of undisturbed monetary systems, to obtain an idea of how 
httle could be achieved by a common currency m the sphere 
of mtemational monetary transactions The advantages of a 
common currency would in the main accrue only m international 
travel, and these advantages, compared with the disadvantages 
enumerated above and the mconvenience of recalculatmg aU 
current obhgations into a new and ahen system of comage, are 
too ummportant to have given practical shape to the conception 
of a world umt of money 

Neverthdess, the mtemational need of the umversal adoption 
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of a common standard of currency has been placed beyond 
doubt, especially since the ratio of value between silver and gold 
became disturbed Fluctuations m the relation between the value 
of the currencies of individual countnes, which so adversely afEect 
world trade, could by such means be reduced to a minimum, 
possibly even to a vanishmg point, and even without the additional 
adoption of a common comage This aim could, m fact, be 
attained on the basis of a common standard without the individual 
States m any way binding themselves by contract or having to 
adopt a common medium of circulation, and, therefore, without 
raising doubts and difficulties such as follow m the wake of inter- 
national currency agreements The condition precedent for this is, 
however, that the economic, financial, and pohtical conditions of 
the various countries should permit of an organisation of the 
currency, based on gold, being instituted and preserved 

^ 9 The Double Standard Agreement 

After the depreciation of silver had set m, it looked for a long 
time as if even a common standard of currency could not be 
achieved by way of the autonomous legislation of individual 
States It seemed that the actual course of the currency pohcy 
of the various States and the developments m the field of produc- 
tion of the precious metals would of necessity leave the world 
divided into gold standard countnes and silver standard countnes, 
between which only one bndge was conceivable — that is, the double 
standard by agreement Although the efforts to set up such a 
system have no longer any practical importance, the construction 
of the system is of interest m connection with the theory of 
money, and we must, therefore, say something about it here 

The double standard by agreement, or bimetalhsm, does not 
of itself by any means imply a common circulation such as existed 
in the countnes of the Latin Umon Neither does it involve 
similar monetary systems, nor even a simple relation between 
the different national umts of account, such as was ultimately 
proposed at the International Currency Convention held m Pans 
in 1867 An agreement having for its purpose the introduction of 
bimetalhsm should in fact in its very nature relate only to the 
standard of the currency The idea is that the vanous States 
should merely undertake to mtroduce the double standard on the 
basis of one and the same ratio of value between the two metals, t e 
a system m which gold and silver corns are absolutely mterchange- 
able at the nommal values assigned to them, and are freely corned 
for pnvatf* account, as legal tender, on the basis of one and the same 
ratio of value to be fixed by common agreement The system 
could, of course, be put in force only if the fact of a common basis of 
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coinage sufficed to exerase a dominating influence on the actual 
relation of value between gold and silver So long as this apphed, 
an agreement settmg up bimetalhsm would in effect result in 
complete stability between the rates of exchange of countnes on 
the gold standard and those on the silver standard, as well as of 
countnes usmg both these metals for their circulation 

The doubts expressed above m regard to the feasibihty of a 
common circulation for a large number of States do not, as such, 
apply to bimetalhsm, eis a common bimetalhc system is possible 
without a common circulation At the same time very weighty 
arguments exist against this system 

The protagonists of bimetalhsm refer to the fact that modern 
States do not shnnk from restnctmg by international agreements 
their freedom of self-determination m a number of spheres of con- 
siderable economic importance Post office and railway agree- 
ments, etc , axe quoted as examples From this fact the con- 
clusion IS drawn that there can be no objection in pnnaple to an 
mternational agreement regarding the currency standard This 
Ime of argument overlooks, however, a special factor which comes 
into play in agreements relating to money When a country 
concludes an agreement relating to its postal service, or to its 
trade, and the agreement ceases to operate after a time, this does 
not entail any permanent burden on the State It may be that 
the State has had to suffer dunng the operation of such an agree- 
ment from unfavourable provisions therein, but these ills are not 
incurable In an agreement for the purpose of the double standard, 
however, the position is different Such a convention would 
place each of the contractmg States under an obhgation to coin 
whatever quantities of silver were brought to their nunts for the 
purpose, and it would thus make silver full legal tender This 
land of undertaking would bnng about consequences which 
would by no means be disposed of by denouncmg the agreement 
If the agreement ceased to operate either because one or other 
of the parties did not keep loyally to its provisions, or because, for 
inherent reasons, a bimetallic system could not permanently 
be retained, then the position of all those States, which at the 
beginmng of the agreement had enjoyed a secure gold standard 
currency, would at the end of it be substantially more unfavour- 
able The silver corns struck dunng the operation of the agree- 
ment would be a source of contmual responsibihty to the States 
concerned, and would constitute a threat to their monetary 
systems, so that a return to sound currency conditions could be 
affected only at a great sacnfice 

In this consideration hes one of the greatest obstacles with 
which the movement m favour of bimetalhsm was faced dunng the 
quarter century from the second half of the seventies to the end of 
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last century Most people placed in a position of responsibility 
suffer from conscience more than they themselves suspect This 
fact manifested itself clearly m connection with the question of 
bunetallism Statesmen, who as irresponsible pohticians and par- 
liamentanans were enthusiastic and active supporters of the idea, 
when placed in a position of government and faced with the task of 
giving their ideal practical effect, found themselves hesitant 
This apphed, for mstance, to Arthur Balfour (now Lord Balfour), 
whose entry into the Bntish Cabinet aroused m German bimetalhsts 
in particular great hopes m the second half of the last century 
Great was their disappointment, therefore, when, as Prime 
Mimster, Balfour failed them Similarly, the Prussian Mimster 
of Finance, von Scholtz,^ who also started with leamngs towards 
bimetalhsm, declared on one occasion that having in the course 
of his duties studied the draft agreements for bimetalhsm which 
had been placed before the Pans Currency Convention of i88i, 
he had been converted to the opposite view He stated that he 
had never seen a draft agreement setting up bimetalhsm that 
could be signed by any statesman who loved his country and had 
no wish to betray it 

The developments in the last decade before the War, however, 
showed that progress towards brmging about a common inter- 
national standard was possible even without a double standard 
introduced by convention The need of the economically more 
backward silver standard countnes, and of those civihsed States 
which had slipped into a paper currency, for a closer connection 
and undisturbed relations with the large trading countnes which 
dominated the world of commerce had — ^in conjunction with the in- 
crease m the production of gold — led to the development explained 
m the histoncal part of this book It resulted in the first decade 
of the twentieth century m gold becoming the basis of currency 
of the majonty of commercial countnes of the world The 
damage which for several decades had been wrought by the fluc- 
tuations in the exchanges between gold standard countnes, on the 
one hand, and silver standard, and especially paper standard, on 
the other, was substantially dimmished by this process of develop- 
ment, and the international orgamsation of money was brought 
by the gold exchanges very much nearer to that most desirable 
ideal of stable relations between the currencies of the vanous 
civihsed countnes The War, which destroyed national monetary 
systems and revolutiomsed the balance of international indebted- 
ness, has dnven us further than ever away from this goal 

* [Adolf von Scholtz was Prussian Minister of Finance from 1882 to 1890 ] 



§ 3 the demand for money, the 

SUPPLY OF MONEY, AND THE 
VALUE OF MONEY 

Prefatory Note 

In the theoretical part of this book we have examined the 
economic concept and the functions of money, and the organisa- 
tion of monetary systems There still remams for consideration 
a closely interdependent complex of theoretical problems The 
monetary requirements of nations must be investigated and the 
causes idso which determine these requirements and produce 
changes therein Closely connected with this group of questions 
IS the problem of the provisioning of nations with money The 
juxtaposition of these two groups leads to the further problem 
of the equihbnum between the demand and supply of tnoney 
and of the effects of disturbance of that equihbnum In the 
case of economic goods, demand and supply and any change 
in the mutual relations of these two factors affect the economic 
value of such goods A sitmlar assumption may be made as 
regards money On this assumption, and beginning with the 
elucidation of those monetary problems which may be regarded 
as purely quantitative, we may proceed to an investigation of 
the “value of money” and of movements therein, and be led 
finally to a study of the concomitants and of the effects of 
changes in the value of money 


CHAPTER VII 

THE DEMAND FOR MONEY 

H I The Development of the Theory of the Demand 

for Money 

In the early days of commercial enterpnse, when money was 
regarded as the real embodiment of wealth, the conception of 
a demand for money ansing out of the econoimc conditions and 
circumstances of the penod was quite unknown A large accumu- 
lation of the precious metals, which alone were regarded as 
money, was held to be an object desirable in itself, quite apart 
from any question of the specific purposes to which these metals 
would be applied Money, as such, was still regarded in the same 
light as were the treasures of Indian princes, which are collected 
for their own sake and to the accumulation of which there is no 
hmit set by considerations of utihty 

It was only when it was reahsed that the utility of money, as 
that of all other goods, consists m its serving definite economic 
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purposes, and that it is redundant if it is not needed for the 
performance of its special functions, that the first impetus was 
given to a study of the magmtude of the demand for money 
\^en it was further recognised that those objects which perform 
the functions of money are withdrawn from direct use and con- 
sumption and serve only as a medium of transfer of economic 
goods, the conclusion was ultimately drawn — a conclusion m direct 
contrast to the ongmal view — that it was of advantage to perform 
the functions for which money is intended with as little money 
as possible Money is in some measure the machine which 
effects the transfers inseparable from our modem economic 
institutions Just as it is an advantage to produce and work 
ordinary machines as cheaply as possible, so also in economic 
life it IS of advantage to effect these transfers with as small 
a quantity of money as possible Adam Smith had already 
compared the saving in metalhc money made by the use of 
paper tokens with the saving which would result if the transport 
of goods, which necessitates roads and thereby withdraws 
acreage from agnculture, could be partly earned on by air, 
so that the road surface would again become available for 
agncultural production 

The earhest views upon the quantitative demand for money 
were to the effect that an equation must exist between the total 
amount of money and the total amount of other goods in a 
country It can be shown that this view was held as early as the 
year 1588 by Davanzati {Leztone suUe monete) According to his 
theory the sum total of the thmgs which satisfy human needs is 
taken as equal m value to all the gold, silver, and copper, and the 
parts are to each other as the wholes Locke adopted this view 
and exemphfied it by the analogy of a pair of scales, with goods m 
the one scale and money in the other He considered that both 
scales of this large weighmg-machme must be in a state of constant 
equihbnum This view is not very far removed from the theory of 
the value of money The equation between money and goods can 
be nothing more nor less than an equation of the value of the two 
great categones of goods which are vanable m quantity A change 
in the quantity of money, unaccompanied by a change m the 
quantity of goods, leaves the aggregate value of money unaltered, 
W for that very reason bangs about a change in the value of the 
individual pieces of money When the quantity of goods remains 
the same, an increase m the quantity of money bangs about a 
corresponding diminution in the value of each individual piece of 
money, and a decrease in the quantity of money leads to a corre- 
sponding increase in the value of each piece of money 

It can, however, easily be shown that this view is incorrect 
Of the total stock of goods of a nation only a certain fraction is 
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at any given tune being transferred, and being thereby placed in 
a relation to money Moreover, m most economic umts the stock 
of cash IS but a small fraction of the wealth held m other forms 
of goods (such as land, buildings, machines, raw materials, objects 
of utihty and of consumption, etc ) 

The observation of this most apposite fact led to a limitation 
of the theory explained above m the sense that the quantity of 
money can correspond m value only to the value of the quantity 
of the goods which are being disposed of or are intended to be 
disposed of From this stage only a small step was reqmred to 
the further modification that demand for money exists only in 
so far as goods are actually transferred But one and the same 
piece of money can in any given penod of tune pass many times 
from hand to hand and can thus serve as a medium of repeated 
transfer This led ultimately to the theory, which was long held, 
that the money demand of a country is determined, firstly, by 
the aggregate quantity of the goods which are to be transferred 
in a given penod of tune, and secondly, by the ‘ rapidity of 
circulation” of money Attempts were made to elucidate this 
theory by quotmg the analogy of a ship the value of which for 
effective transport purposes does not depend only upon how much 
it can carry, but also on how many journeys it can make m a 
given time The theory has also been expressed in a mathematical 
form If we take the aggregate value of the annual turnovers 
as n, the reqmsite quantity of money as m, the average rapidity 
of cuculation of the money — that is the number of times which it 
passes from hand to hand withm the year — as s, then we obtain 

ft 

the equation tn=— John Stuart Mill expresses this idea by 

s 

statmg that if each piece of money changes hands on an average 
ten times, while goods are sold to the value of a million pounds 
sterhng, it is evident that the money requued to cuculate 
those goods is £100,000 Sismondi formulated the theory as 
follows "The sum of the cuculating media m a country must be 
equal to the sum of the payments made dunng a given penod of 
tune divided by the number of times which these media change 
hands within that tune ” 

Even m this form the theory of the demand for money has not 
remamed unassailed Attention has been drawn to the fact — 
which has, moreover, been accepted as self-evident by the classical 
Enghsh economists — ^that the saving in the use of cash, through 
the use of money substitutes, and especially through the develop- 
ment of credit instruments, was, as well as the influence of rapidity 
of cuculation, an essential factor determining the amount of money 
demanded The greater the number of transfers effected with a 
saving of cash, the smaller the demand for money In the 
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mathematical formula quoted above we ^ould have, therefore, 
to deduct from the quantity *'»" (the aggregate sum of transfers) 
a number corresponding to the sum of tiie transfers effected 
without the use of money 

At the same time it was pointed out that it was by no means the 
only function of money to act as a medium of transfer of goods, 
and that money in economic intercourse was also largely a medium 
of unilateral transfers of value and a medium of capital trans- 
actions If, in order to arrive at the demand for money, we take 
as our starting-point the payments (in the widest sense of the 
word) which are to be made m a given period of time irrespective 
of whether these pa5mients are based upon twofold or unilateral 
transfers, even then a further residuum is left, as money, in its 
function as a store of value, is the object of a definite demand, 
differing in intensity with the varying charactenstics of indi- 
vidual countnes and of economic units Thus Menger writes as 
follows — 

" Even those who attempt to calculate the demand for money 
in a country on the basis of the value of the quantity of goods to 
be transferred within some definite penod of time, or on the maxi- 
mum amount of the pajmaents to be made within a penod of time, 
taking into account the ‘rapidity’ of circulation of the money 
(estimated from the larger or smaller number of cases in which 
It is the rule to make payments in the period in question with 
the same pieces of money), fail to recognise the real factors which 
determine the demand for money in a country They overlook 
the fact that the quantity of money which at any time may be 
employed in payments constitutes only a part, and a relatively 
small part, of the ready money which is needed by a country, 
and that another part of such money must (in the interests of 
the undisturbed functiomng of the economic machine) be kept 
readily available m some form of reserve for the purpose of possible 
pa3ments, but which do not actually take place at all The 
reserves of ready money actually held in the safes of the note- 
issuing banks, m the money coffers of the State, of pubhc bodies, 
savings banks, and credit mstitutions, and especially in pnvate 
hands, where they are held only against some mdefinite need, 
some rare and unusual danger, although not usually drawn upon 
for payments, constitute nevertheless a part of the demand for 
money in the country just as do the small amounts of token corns 
in the possession of individual households which pass from hand 
to hand many times daily The sums of money hoarded by 
pnvate mdividuals and, even to-day, by vanous pubhc authonties 
must also be taken into account, as they must be considered when 
calculating the demand for money in a country dunng defimte 
penods, although they do not normally find employment in money 
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transactions dunng the penods of tune m question The demand 
for money m a country, just as the demand of mdmdual private 
households, does not find an 3 ^ng like its correct expression in 
the payments which fall due simultaneously within some specified 
penod of time, even if these are calculated on the most generous 
scale ” 

According to Menger, a theory of the demand for ready money 
corresponding to the real state of affairs can be amved at only 
by an investigation, which adopts as its starting-point the demand 
of the separate and communal units of wluA the aggregate 
economy of the country is composed The demand of a country 
for money is a comprehensive concept obtained from the aggregate 
of the money stocks of the individual and communal economic 
units of the country, and its final measure is to be found in 
that aggregate ^ 

Richard Hildebrand * cnticised the theory indicated above 
even more strongly He does not admit that it has any validity 
whatever First and foremost, he states, it is a mistake to bring 
into direct connection the demand for money and the turnover of 
goods, because for purchases which are merely the tncHmng of 
obhgations to pay, no definite quantities of money whatever are 
required, these are only required for the fulfilment of obhgations 
to pay, which need not by any means coincide with the purchases 
Thus money is the object of a definite demand only as a medium of 
payment and not also as a medium of transfers, and the demand 
for money can therefore at any time be determined only by the 
sum total of the obhgations to pay which have fallen due and not 
by the sum total of the transfers to be effected 

The second error in the theory which has gained acceptance is 
to be found, according to Hildebrand, in the conception of the 
“rapidity of arculation” of money He claims that the analogy 
with the speed of a ship is false, as in the case of a change in the 
ownership of money we are not deahng with a mechanicsd process 
which depends, as in the case of the ship, essentially on the 
technical constitution of the object in motion The so-called 
rapidity of arculation of money depends wholly and solely upon 
circumstances which are quite external to money, or m regard 
to which money pla 3 re an absolutely passive r61e In view of 
this, the rapidity of circulation of money tells us nothing in 
regard to the actual factors which determine the demand for it, 

^ In the third edition of the Handworterbuch Menger added the following 
sentence * The monetary demand of a country therefore does not follow 
from a mechamcal summation of the demand of mdmdual households for 
ready money The functions of the institutions which on the one hand 
offer a substitute for com and, on the other hand, save cash, must also be 
taken mto account 

■ Dte Theorte des Geldes Jena 1883, p 33 et seq 



450 


MONEY 


and the statement that the performance of a given volume 
of payments within a given period of time requires a quantity 
of money which is the smaller m proportion as more of these 
pa3unents can be effected with the help of one and the Scune piece 
of money means, according to Hildebrand, nothmg more than 
that two and two make four The entire theory which bases the 
monetary demand on the rapidity of circulation of money is, 
therefore, mere empty formalism which leads nowhere More- 
over, it IS qmte impossible to estimate even approximately, much 
less to measure, the “mean rapidity of circulation” of money 
in a country The entire theory is qmte fruitless 

In cnticismg the theory Hildebrand, however, did not desire 
to remain as meftectual as the theory itself He sought, therefore, 
to determine the demand for money in some new way According 
to his conception, the path to follow is to consider not the individual 
pieces of money but the actual process of payment, and not a 
whole penod of time but a point of time In this way the money 
demand is determined quite simply by the aggregate amount of 
payments to be made m the country in question at a given 
moment, t e simultaneously, or, if it is a question of determining 
the maximum demand for money within a whole penod of tune, 
eg a. year, this is determined by the maximum amount which 
the payments to be made simultaneously within that penod can 
at any moment reach Hildebrand, however, makes a reserva- 
tion m this connection His theory passively assumes that all 
undertakings to pay must be met in cash In reahty, however, 
a far-reaching compensation or cancellation of obhgations to pay 
can take place when deahng with a concentration of pa5mients 
at defimte points of time, places, or institutions, and thus the 
demand for money is correspon(hngly dimimshed 

f 2 The Really Determinative Factors in the Demand 

for Money 

A closer consideration of the "dominant theory” outhned 
above, and of the typical arguments of Menger and Hildebrand, 
bnngs us to the following conclusions — 

The primary and basic factor of the magnitude of the demand 
for money in a country must be the amount of the transfers to be 
made through the agency of money Not only unilateral but also 
bilateral transfers must be considered, * e not only acts of exchange 
but pajnnents m the narrower sense, and capital transfers effected 
by money 

It may appear questionable whether money is, in its other 
functions, the object of a defimte and detenmnable demand 
Clearly it is not, m its function as a measure of value It is 
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true that in order to express the value of an article in money 
the existence of money is necessary, but it is qmte immatenal in 
what quantity it exists 

How far there is a definite demand for money as a earner of 
value through time and space is a more difficult question The 
separate function of money as a medium of transport of value is, 
however, as has been shown, of such httle importance that it can 
qmte properly be left out of account here It is only the demand 
for money for purposes of hoarding which must be considered m 
this connection Let us, then, following Monger's lead, look more 
closely into the small and large reserves of money accumulated 
and preserved in a country by private households and commercial 
concerns, by banking institutions, and on behalf of the State 
Treasury We see immediately that there is a difference between 
stocks of money which he absolutely idle and imused — ^such as the 
hoarded treasures of old, the miser’s long stocking, and the paper 
notes locked up m the peasant’s box — and the cash balances of 
individual households and concerns which are intended exclusively 
and specifically for payments, or which serve, as m the case of the 
cash reserves of large banks, as the basis of certain arrangements, 
the purpose and ultimate effect of which is a more intensive ex- 
ploitation of money as a medium of all kmds of transfers These 
purposes do not come into play when money is hoarded, not as a 
meffium of pa5nnent but only as a mere earner of value In so 
far as the extent of the demand for money is concerned, this 
difference is manifested by the absence of any kind of determinate 
demand for money purely for the accumulation of wealth, irrespec- 
tive of the function of money as a medium of transfers, any more 
than wealth as such is a detemunate factor of demand for com- 
modities m a country In this connection the mercantile theory 
apphes even to this day On the other hand, the position is 
different in the case of those stocks of money which are held either 
specifically for purposes of payments, or as a basis of arrangements 
which serve for the settlement of payments In so far as such 
money stocks or balances are concerned, the money is, as Menger 
rightly asserts, an object of defimte demand But the demand 
for such cash balances and reserves cannot, as we shall soon see, be 
in any way separated from the demand for money for payments 
(in the widest sense of the word) This bnngs us to the stage at 
which we must investigate both the question put forward by Hil- 
debrand — that is whether a point of time, and not a penod, should 
determine money demand — and the connection between cash 
reserves and balances and the “rapidity of circulation’’ of money 

Let us follow Hildebrand and fix our attention on the total 
stock of money, at a given point of time, intended to serve as a 
medium of transfers We find that only a part of such stock, and 
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mostly only a very small part of it, is m motion, and accordingly 
actually m process of fulfilling its normal purpose Hie remainder 
IS at rest in the money beigs of individue^ and m the cash boxes 
of the vanous concerns Does then, the demand for money of a 
country actually cover, as Hildebrand states, only the money 
which IS at the tune in motion, and does the maximum monetary 
demand of the country over a penod of tune correspond, 
in effect, to the highest aggregate reached at any point of tune 
withm that penod by the payments to be made? Or else is 
Menger nght in includmg the demand for money for reserves and 
cash balances of all kmds, in addition to the demand for transfers 
which are at any tune due to be actually effected? The question 
contains, at first sight, an answer in favour of Menger, for no one 
could assert that cash balances, though inactive at any given 
moment, are redundant in so far as the economics of the coimtry 
are concerned Hildebrand’s point of tune of pa3ments, which he 
contrasts with the penod of tune, is no less of an abstraction 
than the “rapidity of circulation” of money which he cnticises 
so severely Concentration of payments at one and the same 
moment cannot senously be made the basis of investigation 
As soon, however, as the payments, said to be "simultaneous,” 
are spread over a penod of tune, however short — ^be it an hour or 
a day — ^there appears immediately the factor which Hildebrand 
excludes from his hne of investigation, namely, that one and the 
same piece of money can be used for several payments The 
money demand of an hour or a day can thus, in certam circum- 
stances, be smaller than the sum total of the pa3unents which 
fall due within the hour or dav, even if we leave out of account 
compensating cancellations of the payments due 

From the other hne of approach we come to the foUowing 
considerations — 

If a certam sum total of pa3unents falls due on a particular 
day, and this total represents the maximum within a year, then 
the amount m question can be regarded as the maximum of the 
country’s demand for money for purposes of payment only if 
the payments to be made on the followmg day can be made m 
pieces of money all of which have already on the previous day 
served the purpose of money pa3unents If on a given day there 
be lOQ milhon marks to pay, and on the day followmg only 50 
nulhon marks, but by persons who received no pa}unents on the 
first day, then, unless quite exceptional conditions apply, those 
who have to make payment on ^e second day must dready on 
the previous day have had m their safes 50 miUion marks as cash 
reserves The maximum of the money demand of the country is, 
then, not 100 milhon but at least 150 mii^on marks The case which 
the theory of Hildebrand assumes to be self-evident, namely, that 



THE DEMAND FOR MONEY 


453 


in which at the second point of tune the same pieces of money 
are set in motion for payments as served for this purpose at the 
first pomt of tune can occur only in two sets of cucumstances 
either the payments at the second point of time are to be made 
by the persons and concerns who received sufficiently large pay- 
ments at the first pomt of time to enable them to make the pay- 
ments at the second point of tune , or else the persons who are 
under an obhgation to make pa3nnents at the second pomt of 
tune must be able to lay their hands on the reqmsite money by 
way of credits placed at their disposal by those who received pay- 
ments at the first pomt of tune Where these conditions do not 
apply there can be no question but that those who must make 
pa5mients at the second pomt of time must, at the first pomt, 
have already been in possession of a stock of money which was 
at rest, and that, at the same tune, persons receiving payment 
at the first point of time must leave them money lying idle at the 
second point of time 

Can we, therefore, regard the demand for money for pay- 
ments falhng due at some later date, or payments which, by the 
speaal nature of the contract or debt underl3nng them, can be 
demanded at any point of time, as something different from the 
demand for money for payments which have actually to be made 
at the particular time? Can we, in other words, differentiate 
at all the demand for means of payment which are at rest from 
the demand for such means which are in motion ? In our opmion 
we cannot In fact, a more careful examination of the question 
leads us to a problem which is related to the problem of the 
rapidity of circulation of money without being altogether coinci- 
dent with it 

If, then, as we have ]ust seen, the payments which fall 
due at some particular point of tune are not exclusively the 
determining factor of the demand for money in a country, but 
that this demand extends also to the money required for actual 
payments made, or possibly to be made, at future points of time, 
it follows that, to amve at the demand for money, we must use 
as a starting-point a penod of time In that case, however, we 
must not take into account a demand for money for purposes of 
storage or reserve, as well as the demand for purposes of pa3nnent, 
because the demand for storage exists only m so far as the money 
IS actually, or may possibly be, required for purposes of payment 
within the longer penod of tune The cash balances lying idle at 
any given point of time must be greater when, not the rapidity 
of circulation of money (we are de^ng here with a far wider con- 
cept), but the intensity of exploitation of money, of which rapidity 
of circulation is but a part, is smaller 

If the payments at the second point of time can be made wholly, 
VOL II 30 
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or for the greater part, with the same pieces of money as those 
used at the first point of time, then, at the first pomt of time, cash 
reserves need not exist qmte to the saune extent as would be the 
case if the payments at the second point of time had to be made 
wholly or to a preponderating degree in other pieces of money 
The demand of the country for money is smaller in the first case, 
because the intensity of exploitation of the ready money (which 
in this special case is synonjmious with rapidity of circulation) 
IS greater 

As has been explamed above the increased rapidity of circula- 
tion of money and the consequent smaller demand for it may 
in the above case be due to the fact that the same individuals 
and households within the country have to receive and make 
payments in quick succession But the various economic units 
in a country are by no means similarly placed in this regard 
Side by side with wage-earners who receive and spend their 
wages day by day there exist the workmen who do so week by 
week In such households leaving out of account the existence 
of any considerable savings, large cash balances can never 
accumulate The official who draws his salary quarterly is in 
a different position Even if we leave his savings out of account, 
and also the transitory spendmg of surplus reserves, even then in 
such households we find at the beginning of each quarter sub- 
stantial cash balances which are slowly consumed as the quarter 
proceeds Those pieces of money which are used for payment m 
the last week of the quarter have been lying idle in the cash- 
box during the whole quarter The same differences which 
arise regarding periods of receipt of money in the households 
referred to are also found in regard to the penods of payment 
due by such households Where rents and interest payments 
are made annually the sums necessary for this purpose must 
gradually accumulate in these households This withdraws 
larger sums from actual circulation than are thrown into 
circulation by an equally large expenditure spread more evenly 
over the year Similar differences are to be observed m the 
case of entire groups of economic undertakings In agriculture, 
the autumn, when the harvests are m, is the pnncipal period 
of receipt of payment In mdustnal undertakings, however, 
receipts are spread over the entire year, though, of course, not 
equally in all industnes Here, too, the penods of spending and 
receipt depend to a large extent on the change of seasons This is 
particularly so in the clothmg industnes But on the whole, the 
pulse of revenue and expenditure beats more strongly and more 
regularly in the case of industnes than it does m agncultural 
undertakings But, however greatly the pnnciples of budgeting 
in relation to pajmients differ in the case of the vanous households 
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or economic units in the same country, there are certain general 
observations on this point which are universally apphcable The 
demand for money to which the sum total of the transfers to 
be effected by means of money dunng a longer penod of time gives 
rise IS the smaller the more evenly the payments are spread over 
the whole penod, and the greater is the preponderance of the 
economic units in which receipts and expenditure follow each 
other in quick succession Distncts which are densely populated 
and have a highly developed and flounshmg industry require, 
therefore, in proportion to the magnitude of their total tumo\ er, a 
smaller stock of money than do distncts with a sparse population, 
the people of which come into economic contact with each other 
only at specified times, and in which the prevalence of agnculture 
concentrates the receipt of money at certain times of the year 
Moreover, the cash reserves which individual private concerns 
must hold can, for one and the same mass of transactions to be 
effected by money, be the smaller, the greater is the development 
of credit arrangements, which have the effect of transfernng ready 
money from the places where it is not at the moment required 
to those in which money demand exists at the time The more 
the practice establishes itself of temporanly lending amounts 
which are not immediately required, the more certain are indi- 
vidual concerns of being able to procure for themselves, should they 
find it necessary to do so, reqmsite supplies of ready money by way 
of credit, and this diminishes the degree to which it is necessary to 
hold large cash reserves This bnngs us face to face with the 
important facts that credit reduces the money demand not only in 
the way assumed m the generally accepted theory — that is, by 
acting as a medium in transactions which would otherwise necessi- 
tate ready money — but also by producing turnovers which require 
no new ready money but save it , that credit encourages the 
transfer of cash from hand to hand and thereby increases the 
volume of transactions which can be effected within a given 
penod of time by one and the same piece of money, in other 
words, that the rapidity of circulation of money is increased by 
reason of the fact that credit leads to a more intensive exploitation 
of the available supphes of money 

Whilst credit is thus an instrument adapted to diminishing 
the requisite cash reserves which would otherwise be needed 
for the same sum total of transactions, it is to be observed further 
that certain t 5 ^s of cash reserves give nse by way of credit to 
arrangements for effecting payments which make the exploitation 
of the available supplies of money for economic intercourse as pos- 
sible, or even more possible, as does any increase in the rapidity 
of circulation of money Under this heading we have the large 
cash reserves of the banks which are the basis of cheque, bar^ 
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account, and cleanng busuiess As transactions of this nature 
presuppose cash reserves it is incorrect to assume that they are 
effected with a direct and complete saving of cash All that is 
saved by such arrangements is the transfer of ready money 
In these transactions the ready money remains at rest m the safes 
of the banks But the arrangements represent a more intensive 
mode of exploiting ready money than could be brought about by 
the ordinary transfers of cash, and this more intensive exploita- 
tion IS not as in the case mentioned above of money-lending, 
obtained by an increase in the mobility of money, but, on the 
contrary, as it takes place on the basis of cash reserves remaining 
at rest, is accompanied by a decrease in the effective rapidity of 
circulation of money 

Let us, first, consider the transfer of account-keeping by indi- 
vidual concerns to banking institutions and the resulting bank 
transfer and cheque transactions It is clear that the concentra- 
tion of the book-keeping for a large number of households and 
concerns in a single place implies a saving of cash A bank which 
makes and receives payment for one thousand persons need not 
keep nearly as large a stock of cash as would be necessary if the 
one thousand persons in question acted without such concentration 
because the payments and receipts are spread over different points 
of time, and as various clients of the same bank often have to 
make payments to one another, such payments can be made simply 
by cross-entry in the books of the bank The clearing arrange- 
ments between a large bank and its numerous branches reduce 
the actual payments to be made to a very small proportion of the 
total book transfers By this concentration of payments a given 
volume of settlements can be effected by means of a fraction of the 
ready money which would otherwise have been necessary As a 
result, the banks are m a position to make a large part of the cash 
reserves confided to them again available to the market by grant- 
ing credits, and they can, to some extent, by givmg credit, create 
the very credit accounts on the basis of which they effect settle- 
ment of payments, for instance, by discounting bills of exchange, 
and instead of paying the person tendenng the bill m metal money 
or notes, placmg an amount to his credit in the books of the bank 

The possible exploitation of ready money is still further 
increased when several banks enter into an arrangement to 
clear each other’s accounts and to settle by clearances the 
claims by one bank on another which result from transactions 
with customers The most complete form of this arrangement is 
seen m the organisation of "cleanng-houses,” the model and 
first of which was started in London Here individual banks 
settle the claims which they have on each other in such a way 
that even the residual balances of the banks are not actually 
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paid out m cash, but are transferred as clearing balances m the 
books of a central bank, such as the Bank of England or the 
Reichsbank, without ready money being used at all 

Similarly, m the case of metalhc standard currencies with con- 
vertible bank notes, the combination of clearing arrangements 
with the issue of notes results in an extraordmary mcrease in the 
intensive exploitation of ready money On this pomt we may 
refer to the interesting expenences of the German Reichsbank ^ 
Current-account credits and note circulation are m one respect 
similar For while neither has a full cover of metalhc money, 
each nevertheless reqmres sufficient cover of metalhc money 
for cash payments and for the ultimate redemption of notes 
But it has been shown that the maximum and mmimum points 
of the so-called “foreign moneys,’ which are in the mam current- 
account credits, as well as of the note issues, do not coincide 
in point of time, and that, therefore, movements of these two lia- 
bilities tend to cancel each other in the long run The vanation 
between the maxima and minima amounts of the total of claims 
upon the Reichsbank falhng due daily (notes plus foreign moneys) 
was from 1876 until the outbreak of the War, with the exception 
of one year, smaller m percentage than the vanation between 
the maximum and mmimum amounts of the note circulation 
taken alone In most years the total vanation m the case of 
the total claims falhng due daily was even smaller in absolute 
amount than that of the note circulation alone If we compare 
claims falhng due daily, which are not covered by a cash reserve, 
with the similarly uncovered notes, we find that throughout the 
penod of tune m question (from 1876, the date of the creation of 
the Reichsbank, onwards), with the exception of two years, the 
vanation m absolute amount between the maximum and mini- 
mum amount m the case of imcovered notes alone was greater 
than in the case of the claims not covered by a cash reserve 
The greatest degree of compensation of notes and of “foreign 
money’’ took place in the year 1892 In that year the vanation 
in the uncovered note circulation was 415 milhon marks, whereas 
the vanation m all the daily uncovered claims amounted to only 
197 million marks This mutual cancellation enables the bank 
to keep a substantially smaller stock of cash as cover for notes 
and for foreign moneys together than would be necessary for two 
separate banks of which the one had a transfer busmess of the 
same amount and the other a note circulation of the same amount 
In fact, from the experience so far gained, we can say that a 
well-organised and well-managed central bank requires for its 
notes and for foreign moneys together a scarcely larger reserve of 
cash than it would require for its notes alone In other words, 
‘ Cf the Memorandum, Dtt Retchsbank, 1876-1900, pp 67 and 68 
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the combination of note-issuing with transfer busmess has made 
it possible to increase the exploitation of the cash reserves lying 
in the Reichsbank, and required for the purposes of cover for the 
notes alone, by nearly the total of the transfer busmess which, in 
the year 1913, amounted for the Reichsbank to 287 milhard 
marks ^ 

There is no doubt that for the above reasons the cheque 
and clearing business reduces the total amount of cash reserve, 
which must be held for the purpose of effecting any given 
volume of settlements in any given time At the same time, 
these arrangements increase the "visible reserve,” because the 
money concentrated in the banks becomes a matter of common 
knowledge through the reports of the banks, whereas this 
IS not the case with the cash reserves of individual households 
and concerns Again, these visible reserves of money are per- 
manently at rest and are subject to relatively small changes as 
compared with the changes in the reserves of cash of ordinary 
households and concerns, which are alternately exhausted and 
made up again at a more or less rapid rate Whereas the cash 
reserves of the various households and undertakmgs are included 
m the "money m circulation,” the visible reserves of the large 
banks are regarded as being withdrawn from circulation 

Scharlmg * has, m his work on banking pohcy {Bankpohhk, 
pubhshed m 1900), used this difference as a startmg-point for 
far-reaching deductions in the theory of money and the prac- 
tical course of the value of money in the last few decades He 
contrasts "circulating money" with "money capital at rest,” 
which latter phrase he takes to mean those sums of money which 
the banks must keep in reserve in order to have sufficient money 
in hand to be able at any time to meet theu: obhgations to chents 
who have deposited sums of money with them These reserves 
form the basis of cheque and clearmg transactions Scharhng 
argues that this difference is denved from a difference in the 
functions of money In his opmion, in addition to its function 
as a general medium of circulation, money also has another 
function m that it represents disposable capital The former 
function is fulfilled by "circulating money,” and the latter by 
"money capital at rest ” The inferences drawn by Scharhng 
from tins fact in regard to the course taken by the value of money 
cannot be investigated in detail here, but must be bnefly indicated 
for the sake of completeness and m order to see how far Scharling’s 

> [The total daily habihties of the Reichsbank consist of the Notes 
and the Current Account (or Transfer) Balances the Foreign Moneys 
of the Reichsbank are the Current Account Balances and any habihties to 
third parties other than those ansmg from the issue of Notes 

* Danish economist and statesman ] 
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djialysis will take us He asserts that a constant increase in 
stocks of capital requires a constant increase in money capital 
at rest, and that for this reason it frequently happens that only a 
very small part of the new output of gold comes into circulation 
Money capital, however, so long as it remams at rest, can have no 
influence on the commodity market, and accordingly also no 
influence on the value of the circulating money or on the paces 
of commodities Only m so far as the bank notes and State notes 
issued on the basis of the money capital at rest are mcreased does 
the money in circulation undergo any increase 

We have here, in its most extreme form, the view that there 
exists a demand for money, not only for payments in the widest 
sense of the term, but also for purposes of reserve But it is just 
this extreme form which makes it clearly obvious that the differ- 
entiation between money demand for purposes of payments and 
that for purposes of reserve is invahd The money reserves of the 
large banks are at rest only in so far as the turnovers and settle- 
ments effected on their basis take place without necessitating a 
transfer from hand to hand of individual pieces of money But 
they are not stocks of money at rest in the sense that they are 
withdrawn from the performance of the function of money as a 
medium of transfers They are at rest in a ph3reical but not in 
an economic sense The entire banking business involving 
cheques and cleanngs is built up on these money reserves "at 
rest ” and serves the very same economic purposes as does "circu- 
lating money ” Money is an instrument of economic intercourse 
respective of whether it passes from hand to hand as com or 
note, or whether it serves as a basis of methods and aaange- 
ments for payments which save actual transfers of cash, except 
that m the latter case its effectiveness as a medium of transfer is 
substantially greater, and the same sum of ready money can serve 
the purpose of a much larger volume of pajments when it is used 
as the basis of cheque and cleanng transactions and is at rest in 
a bank, than when it enters physically into the process of payment 
Thus we have estabhshed, in considenng the effects of credit on 
the demand for money, that, firstly, actual money-lending increases 
the rapidity of circulation of money and dimimshes the reserves 
of money which are at rest, not only physically but also economic- 
ally, and this by transferrmg money from places at which it is not 
for the moment required to places which have immediate employ- 
ment for it, and secondly, that the aaangements for making pay- 
ments which are based on credit such as cheques, bank accounts, 
and cleanngs, which save transfers of actual cash, make possible 
a larger volume of settlements on the basis of a smaller stock of 
money, which is ready money at rest only m the physical but not 
in the economic sense In both cases credit bangs about a more 
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intensive exploitation of money It makes possible a larger 
number of transactions with the same stock of money, and thus has 
a restnctive effect upon the demand for money 

There is a third manner in which credit makes itself felt 
This consists in instruments of credit, of whatever kmd, serving 
as a medium of transfer m the same way as money itself does, 
and so leading directly to a savmg of cash 

Here we must take mto account first and foremost bank notes 
not covered by cash reserve, and also Government paper notes, if 
we are not to reckon these forms of paper, whose normal purpose 
is to act as a medium of transfer, as themselves belongmg to 
“money ’’ In any case such paper, which represents money, must 
be considered in connection with any study of the demand for 
money, and must be differentiated from metalhc money, because 
the satisfaction of the demand for money by the issue of such paper 
IS effected under qmte different conditions to those which attend 
the satisfaction of the demand by metalhc media of circulation, a 
problem which we shall have to consider m greater detail when we 
come to treat of monetary supply Moreover, the issue of such 
paper, in so far as it is not simply a representative m arculation of 
metalhc money accumulated somewhere or other, but exceeds in 
amount the reserves which are its cover, mvolves a dumnution in 
the demand for metalhc money In addition to Government 
paper notes and bank notes, which themselves may be regarded as 
money, other documents, which imply some kind of claim and the 
normal purpose of which is not that of a medium of transfers, also 
occasionally serve as instruments of economic mtercourse In our 
discussion of the hraits of the concept of money, in the first chapter 
of the theoretical part of this book, we dealt in some detail with 
those credit instruments which are not money, but which at times 
usurp the function of money We enumerated within this cate- 
gory the following different types — cheques, bills of exchange, 
interest and dividend coupons, postage stamps, etc It imght at 
first sight appear to be a contradiction to enumerate the cheque in 
this class, seeing that cheque transactions have already been 
quoted as representmg one of the arrangements for pa3unent which 
make possible a more intensive exploitation of available ready 
money But there is really no such contradiction In point of 
fact the function of the cheque is different when, on the one hand, 
the drawer uses it for payment and the recipient for encashment, 
whether directly or through the agency of a banker, and when, on 
the other hand, the cheque is given by the recipient m pa3mient to 
a third person, who gives it to a fourth, and so on, before it is 
presented at the bank, on which it is drawn, for encashment In 
the former case the dieque is simply an instrument which orders 
the banker who keeps the account of the drawer to make a pay- 
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ment, and it is nothing more than the vehicle of banking and as 
such fulfils its normal function In the latter case, however, the 
cheque functions as a medium of circulation, just as do corns and 
bank notes, and this function is in reahty so foreign to the normal 
purpose for which the cheque is mtended that, as has been men- 
tioned above, m those States m which cheque busmess is most 
highly developed, a defimte penod of time — a few days — ^is 
prescnbed, withm which the cheque must be presented for pay- 
ment at the bank on which it is drawn In so far, however, as the 
cheque, m addition to its proper function, fulfils also that of a 
me(fium of circulation, its employment m this capacity entails a 
direct saving of ready money 

The same apphes even more to the bill of exchange In its 
normal emplojment as a document estabhshing a short-term com- 
mercial credit, the bill of exchange does not save either ready 
money or, as m the case of a draft, any transfer of cash It simply 
shifts the point of time of the transfer of cash from the present 
to some specified future date If the spinner causes his suppher 
of cotton to draw a three months’ bill for his acceptance, and if 
this bill, without having m the meantime served any purposes 
of pajment, is presented for payment at the end of the three 
months, it has m this way fulfilled simply its normal function 
without having saved any transfers of ready money If how- 
ever, the cotton dealer on his part gives the bill to a third person 
in pajment, then the bill functions as a medium of transfers in 
the place of money just in the same way as the cheque did in 
the case considered above 

Similar remarks may be made in regard to coupons, postage 
stamps, etc All these things can perform their normal functions 
to the full without servmg as money In so far, however, as they 
serve the purposes of money, they effect a savmg of cash and 
thereby diminish the demand of the country for actual money 
The savmg of cash is m this case direct and absolute and contrasts 
with the indirect and relative savmg which results firom the employ- 
ment of credit for the more mtensive exploitation of available 
stocks of money 

We can summanse the various aspects discussed above as 
follows — 

There is no doubt that Menger is right m regarding the sum 
total of the money stocks required by the individual households 
and concerns of a country as a measure of the demand for money 
in that country But these stocks which the vanous individual 
umts must hold are subject to certam general conditions, which 
thereby become general conditions apphcable to the monetary 
demand They are 

(i) The volume of payments which must actually be. or 
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may possibly have to be, made within a defimte penod of time, 
and also the distnbution of receipts and pa5Tnents in point of time 
and in regard to the individual concerns witiiin the country 

(2) The mtensity of exploitation of money depending on the 
development of money-lending and on the development of 
methods and arrangements for pa3unent bmlt up on money 
reserves at rest 

(3) The use as media of transfers of credit documents and 
documents involving claims 

The demand for money based on these factors is satisfied m 
individual countnes in a larger or smaller measure in proportion 
as the prosperity of the country and the equable distnbution of 
wealth over very large sections of the population makes possible 
a more generous provisiomng, and m proportion as the spint of 
commerce enhances the degree of economic exploitation of the 
media of circulation 

The considerable differences in the money reserves of vanous 
countnes, particularly m the average quota per head of popu- 
lation — differences which existed even in normal times — may 
be traced back to these factors In pre-war days France, for 
example, had a money reserve which per head of population, as 
well as in the aggregate, was much greater than that of most 
other important countnes, and especially than that of Germany 
and England Although France was comttiercially less flounsh- 
mg than Germany and England, and her annual turnovers and 
payments were smaller, this phenomenon can be explained on the 
followmg grounds — 

Firstly, the arrangements which conduce to the more intensive 
exploitation of ready money were not developed in France to the 
same degree as they were in Germany or England Thus a far 
larger amount of ready money was necessary for effecting the 
same volume of transfers in France France had, however, 
a considerable pull, certainly over Germany, in the matter of 
wealth m relation to its population, and in spite of not equalhng 
England in this respect, the wealth of France was nevertheless 
distnbuted over much broader strata of the population and much 
more evenly than was the case in most other countnes Thus, 
a much larger portion of the population was in the position 
amply to cover its demand for cash than was the case elsewhere, 
and it IS a fact that it is the strata of the middle classes which 
in general require a larger supply of money in relation to their 
total wealth than do the ncher housdiolds Added to this 
France showed a relatively low state of development of the 
commercial spint The Frenchman does not care as much as, 
say, the Englishman whether he loses interest on the cash which 
he cames with him or has locked up m his money-box This 
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loss IS, to his mind, more than counter-balanced by the con- 
veraence of being able at any time to lay his hand on a large 
supply of ready money 

^ 3 Fluctuations in the Demand for Money 

In estabhshmg the factors which determine the demand for 
money, we have at the same time amved at a basis for the in- 
vestigation of fluctuations in that demand The vanations in 
this demand over a penod of time must be deducible from a study 
of those same causes which create the differences existing at 
any given point of time in the demand for money of individual 
countnes 

It we desire to obtain a picture of the fluctuations from time 
to time in the demand for money within one and the same country, 
we observe the fact that the movements m the demand are not 
represented by simple curves which move up or down m large 
and more or less uniform waves The large curves of these 
movements are, in fact, subject to very considerable oscillations 

First and foremost we observe large changes in the demand 
for money based on, one might say, the secular development of 
countnes, on progress in monetary institutions, increase in popu- 
lation, development of production and of commerce, the raising 
of the general standard of hfe, development of money-lending, 
improved methods and arrangements for payment, and on the 
general use of substitutes for money These factors, inherent in 
the state of a country s general development, partly by re- 
inforcing and partly by counteractmg each other, determine the 
broad outlines of the average demand for money taken over long 
periods of time 

Within these large movements we observe periodic fluctuations 
of shorter duration which depend upon the wave-beats of economic 
life that is upon the ups and downs of economic circumstances 
Even when the general character of a fairly long penod is umform, 
we still have changes from times of trade boom to times of depres- 
sion The enormous development of individual economic areas 
rendered possible dunng the last century and continued nght up 
to the outbreak of the War by the reorganisation of the methods 
of production and transport, the incalculable increases in trade, 
capital, and production of goods, and the nse in the general 
standard of well-being have all occurred, not m a steady flow, 
but in fits and starts We observe tumultuous forward move- 
ment in individual penods, the production of commodities 
appears msufficient to meet the demand, and pnces, both of 
manufactured goods as well as of important raw matenals, show 
a general increase This causes busmess men to expand their 
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undertakings and to establish new ones The demand for labour 
mcreases, as does the demand for matenals, and wages nse m 
consequence Transactions on the mvestment market increase 
as the favourable returns from undertakings cause the pubhc 
to invest capital and to speculate in dmdend-beanng securities, 
which are consequently quoted at higher rates At such times 
the transactions m goods and secunties increase not only in 
quantity, but the higher paces, higher wages, and dearer stocks 
and shares cause the same quantity of transfers in commodi- 
ties and in industrial secunties, etc , to require a larger quantity 
of money The general movement tends, therefore, to raise the 
demand for money As in commerce the bill of exchange is the 
instrument by means of which vanous undertakings seek to 
provide themselves with money by way of short-term credits, 
the aggregate amount of bills of exchange put into circulation 
at any time is a fairly reliable indication of such movements of 
the demand for money Dunng the period of great expansion 
which started about the middle of the nineties of the last century, 
the aggregate amount of bills of exchange placed on the market in 
Germany rose to a tremendous extent It amounted in the year 
1894 to roughly 14 7 milliard marks, and in 1900 to as much 
as 23 3 milliard marks In 1902 it stood at 21 5 milliard marks, 
in 1907 at 30 7 milliard marks, and reached in the year 1913 the 
total of 34 4 milliard marks 

Such times certainly conduce not only to an increase m the 
money value of the transfers to be effected, but at the same time 
increase the intensity of exploitation of the available supply of 
money We must here leave out of account the more or less 
problematic increase in the rapidity of circulation of the circulating 
money We must, however, invite attention to the established fact 
that, under the pressure of an increased demand for money, the 
large cash reserves of the country l3ang m the vaults of the banks 
are dimimshed by these institutions placing at the disposal of 
commerce larger amounts of cash by the discountmg of bills of 
exchange, etc , whilst at the same time the contracted reserves 
serve as a basis for a larger volume of cleanng transactions than 
takes place m normal times If we examine more closely the 
great increase m the credit accounts of the Reichsbank from the 
time of the creation of the bank to the outbreak of the War, we 
observe that the increase in these accounts was in the mam 
registered durmg penods of commercial stagnation, whereas the 
years of econonuc boom for the most part coaesponded to a stand- 
still or even to a set-back in these accounts Above all, however, 
we observe that the average turnover of the accounts m the years 
of business activity was much higher than durmg the penods 
of stagnation of trade For every mark of the average amount 
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of pnvate credit in the Reichsbank (including the fluctuating 
transfers) there was a turnover of 274 marks m the years 1894 
and 1895 This turnover increased dunng the following penod 
of upward movement to 405 marks m the year 1900, and at the 
same time the average ratio of cover, of metalhc money to daily 
liabihties, fell from about 63 per cent to about 49 5 per cent 
In the year 1913 there was for every mark of the average amount 
of deposits a turnover of 633 marks, the metalhc cover of the 
daily liabilities being only 51 43 per cent If we divide the cash 
reserve held by the Reichsbank to meet all its daily obligations 
pro rata amongst the various kinds of obhgations (notes, pnvate 
accounts, etc ), we find that the clearing business of the bank m 
the year 1913 was done in such a way that 51 43 pfennigs of the 
reserve accomphshed 633 marks of business, whereas in the 
years 1894 and 1895 as many as 63 pfennigs effected an annual 
turnover of only 274 marks In other words, in the clearmg 
business of the Reichsbank i pfennig of the reserve resulted in 
the years 1894 and 1895 in an annual turnover of 4 35 marks, 
and m the year 1900 of 8 18 marks In the following years the 
intensity of exploitation of the metallic reserve in the Reichsbank 
increased still further In the year 1913 every pfennig of the 
reserve resulted m a cleanng business of the bank of 12 30 
marks 

The typical fluctuations in the intensity of exploitation of the 
money reserve, which is the basis of clearing business show that 
the demand for ready money need not in times of growing 
economic development nse quite in proportion to the rise in the 
transfers to be effected by the use of money 

The upward economic movement leads ultimately, as experi- 
ence has shown, to over-expansion of undertakings, to over- 
production, and over-speculation, and results, in the natural course 
of events, in a reaction which takes the form of a fall in prices 
and in rates for securities and in a resulting contraction of turn- 
over and of new investments of capital \^en this happens the 
movements in the demand for money take place in the opposite 
direction — the demand for money falls off and the exploitation 
of the available money reserves is reduced m intensity 

In addition to fluctuations in the economic world, spread 
over longer penods, acute phenomena may occur which it is 
customary to descnbe as crises, these, when they are of an eco- 
nomic nature, mark as a rule, the transition from an upward 
tendency to one of depression The charactenstic of such cnses 
IS acute disturbance of confidence These sudden shocks to confi- 
dence affect, m the first place, the condition of credit Money- 
lendmg, which is of such importance to the exploitation of the 
available reserves of money, undergoes marked contraction 



MONEY 


466 

Individual concerns are no longer certain of bemg able to obtain 
by way of credit the ready money which may at any time be 
necessary for purposes of payment They are, accordingly, forced 
to keep much larger stocks of ready cash than m normal times 
Money which has been lent is called-in in large amounts in so 
far as it is represented by money at call, or can be called-in upon 
notice bemg given, and this happens even though the creditor 
may not have any immediate use for his money In this way 
large amounts of cash are allowed to he idle, but the extensive 
withdrawals of loaned capital cause an unusually swollen demand 
for media of payment The effect of the withdrawal of money 
from bank deposits is to dimmish very largely those methods of 
keepmg cash accounts which by means of cheques, transfers, and 
cleanng arrangements, economise ready money The banking 
institutions, finding it necessary to restrict the granting of loans, 
in order to repay the sums demanded of them, themselves enter 
the money market on a large scale as borrowers Furthermore, 
the employment of credit instruments especially of bills of ex- 
change and of cheques, which m normal times restnct the demand 
for money by acting as media of transfers, also falls largely into 
abeyance, as by reason of the general lack of confidence the use of 
such documents is more difficult than m times of unimpaired 
business confidence The contraction of credit, and of the arrange- 
ments for payment which are based on credit, accordingly results 
dunng these cntical penods m an acute and considerable rise m the 
demand for cash, a nse far exceeding the hmits of normal develop- 
ment in the demand for money All these phenomena were 
sharply defined at the outbreak of the War 

Just as we have observed penodic fluctuations in the demand 
for money brought about by changes in the trade cycle within the 
general economic development, which may affect the demand for 
money for decades and perhaps centunes, so also is it possible 
to note certam swings of the pendulum of demand within the 
upward movements brought about by good trade and within 
the downward movements caused by trade depression These 
swmgs of the pendulum recur with marked regulanty m individual 
years and may be descnbed as the annual curves of monetary 
demand They may be clearly seen from the reports published 
by the large European central banks, where the demand for 
money of the country, in so far as it exceeds the amount 
which happens at the tune to be in curculation, tries in the long 
run to find available supphes by the discounting of bills of 
exchange, by loans on secunty, and by withdrawals of deposits 
Judged by these standards we find the ends of months, and still 
more the quarter days and ends of the year, as generally registenng 
an increase m demand At those dates there is a concentration 
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of settlement of accounts and of all kinds of liabilities resultmg 
from large- and small-scale transactions Interest and dividend 
payments, rents, pa5mients for hire and of salanes, are made mamly 
at these points of time, and bills of exchange also for the most 
part fall due on these dates In short, a considerable part of 
all payments which fall due within a year is, m accordance with 
our custom, concentrated at such penods Before the War, it 
occurred more than once that in the last week of a quarter or of 
a year, more than 100 milhon marks in metallic money was 
withdrawn from the Reichsbank, which had at the same time to 
place upon the market four times this amount of extra notes In 
the first weeks of the new quarter or year, when the acute demand 
for money fell off, a normal flow-back of these media of payment 
into the treasury of the Reichsbank set in 

That the annual curves of demand for money show their 
maximum points at the ends of months and quarters is not their 
sole charactenstic It is also a fact that the general level of 
demand for money within the vanous seasons changes in a 
regularly recumng manner When deahng with the factors 
which constitute the demand for money, we pointed out the 
extent to which the payments which faU due in a country are 
distnbuted over the year, a distribution which depends upon the 
penods of sale of goods and of payments in the more important 
branches of production In agriculture the mam penod of 
business is in the autumn after the harvest , dunng this penod by 
far the largest part of agncultural products is disposed of, and 
with the means obtamed from the sale of these products agri- 
culture procures for itself the wherewithal for carrying on until the 
next harvest But numerous and important branches of industry 
also have their time of maximum business in the last quarter of 
the year Our chmate has the effect of increasing the demand for 
certain things m winter, particularly for clothing and heating 
requisites, and this tendency is accentuated by the custom of 
giving Chnstmas presents which increases the volume of transac- 
tions m the last week of the year, and as dealers and retailers must 
obtain their supplies m advance, this increases the volume of 
transactions m the last months of the year Accor Jmgly, year 
m and year out, there recurs always the phenomenon that from 
September onwards the demand for money increases, and that 
the central banks are faced m the last few months of the year with 
much greater demands for money than m the other quarters 
For these reasons the curve of demand usually shows its maximum 
at the end of the year Before the War — ^that is, before the 
Treaty of Peace with the reparation payments imposed upon 
Germany had overshadowed the effect m Germany of all other 
factors in the monetary system — ^there generally set m at the 
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beginning of the calendar year a rapid and strong fallmg-oS in the 
demand for money, and this took place to such an extent — 
measured by the position of the Reichsbank — ^that the demand 
for money registered its minimum generally as early as the second 
half of February From that time onwards, nght up to September, 
no considerable changes occurred apart from the increases at the 
end of each month and quarter In September the revival of 
autumn busmess began again to swell the demand for money 



CHAPTER VIII 

THE SUPPLY OF MONEY 

^ I The Production of the Precious Metals and the 
Suppiy of Money 

So long as metallic money constituted the most important form of 
money, the production of the precious metals was of primary 
importance m connection with the supply of money m vanous 
countnes The upheavals m monetary policy which took place m 
the last decades before the War and which depnved silver more 
and more of its position of equahty with gold, also depnved the 
production of silver to a certam extent of its importance m matters 
connected with the monetary systems of civilised countnes 
It IS true, as has been shown elsewhere by figures which give the 
amounts of silver minted firom 1870 onwards, that this did not 
take place completely, but the more the pnnciple of a gold 
standard, which is not compatible with extensive coinage of 
silver, received acceptance, the more exclusively did gold come 
to be regarded as the medium for the satisfaction of the 
umversally increasing monetary demand of civilised countnes 
England, Germany, the countnes of the Latin Umon, and other 
European States increased their circulation from the time of 
turmng away from silver nght up to the outbreak of the War, 
exclusively, or nearly so, by coming gold The Umted States of 
Amenca, which under the Bland and Sherman Acts threw into 
circulation silver to the value of several hundred million dollars, 
became, from the year 1893 onwards, when the Sherman Act was 
repealed, also a temtory closed to silver, and the whole of the 
tremendous mcrease m the metallic circulation of that country was 
effected from that time onwards exclusively by an mcrease m gold 
money We must thus regard gold production as the source from 
which, in the international scheme of currency as it existed in the 
decades before the outbreak of the War, the circulation of the 
entire civihsed world was mainly fed 

The greater the value of a commodity per umt of weight and 
of volume, the smaller are its relative transport charges and the 
less important becomes the place of its production for the econo- 
mics of the world In the case of gol 4 cost of transport, even 
over very long distances, amounts to a fraction, to be measured 
by thousandth parts of its value The mobihty of gold is thus 
almost unlimited Whereas m the case of certam less costly 
nunerals, such as iron or coal, the question of produang them 
within the country is of enormous importance to the entire 
economic development of that country, because these important 
matenals are made much more expensive by transport, it is 
almost wholly immatenal for the provisionmg of any country 
VOL II 469 31 
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with money whether or not precious metals are produced within 
its borders The European countries, such as England, France, 
and Germany, which either do not produce gold at all or produce 
it in only very small quantities, have participated very largely in 
the gold output of the United States of Amenca, Austraha, South 
Afnca, and Russia At the same tune Russia, to take but one 
example, notwithstanding her considerable production of gold, 
was not able for many decades to forsake her paper currency 
and to re-estabhsh a cuculation of metal Similarly the United 
States of Amenca had in the sixties and seventies of the last 
century, when they were already far and away ahead of all other 
countnes in the production of gold, a paper currency, and even 
in the years 1893 and 1894 theu currency was senously threatened, 
notwithstanding an annual production of gold of several hundred 
milhon marks, by a considerable and continuous dramage of 
gold caused by the comage of silver and the purchases of that 
metal 

As the precious metals have such a large degree of mobihty, 
the relation between the general world production of gold or 
silver and of the general world demand for one or other of these 
metals can be determined only m general outhnes The question 
of how supphes available through the production of precious 
metals become distnbuted among the several countnes is a 
question by itself, and wiU be dealt with later 

If the world’s demand for metallic money and the world’s 
production of money metal are compared, the first question 
which anses is whether and how far changes m the demand for 
money and m the production of the precious metals correspond A 
cursory glance at the history of the developments m the production 
of the precious metals suffices to show that no such correspondence 
exists Movements in the demand for money depend upon quite 
different factors to those causing changes m the production of the 
precious metals, which, moreover, by the very nature of their 
occurrence, belong to that class of commodities, the extent of 
the production of which is almost completely independent of 
the effects of changes m the demand for them When nch 
deposits of gold are discovered, it is of no importance for their 
exploitation, and accordmgly for the output of gold, whether the 
money demand of the world nses or falls At times when the 
known sources of output become exhausted, the diimnution m the 
production of the precious metals is unaffected by the question 
of whether the demand for money m the world is growmg at the 
same tune or not However, the non-dependence of ^e pro- 
duction of the money metals upon changes m the demand for 
money is not absolute Even without going more closely into the 
details of the theory of the value of money, we can assume that 
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a nsmg money demand with simultaneously stationary or falhng 
production of money metal affords suitable conditions for an 
mcrease m the value of the money metal in relation to that of other 
commodities, and for the workmg of such sources of the supply of 
the metal as had been given up as unprofitable to be agam to 
some extent rendered profitable The contrary is the case when 
the demand diminishes, whilst the production of the metal remams 
the same or increases It is obvious, however, that we are here 
deahng with effects (as compared with the large divergencies 
m demand and production) which are quite kmited and by 
which the independence of movement m the production of the 
precious metals and m the demand for money are unaffected 
This fact IS of considerable importance when considermg the 
theones of the value of money 

^ 2 The International Distribution of the Precious 

Metals 

Turning now from the problem of the world supply of money 
to that of the satisfaction of the demand of individual countnes 
for it, we must estabhdi the fact that the provisiomng of vanous 
countnes with metalhc money does not by any means exclusively 
imply a participation by them m freshly produced supphes of 
money metal It often happens that reserves of metalhc 
money which have accumulated over a long penod of years 
m one country serve the purpose of helping to satisfy the 
demand for it of another country Gold produced centimes 
earlier and circulating as com is just as mobile as gold which 
IS freshly minted, and the metalhc circulation of a country is 
by no means withdrawn from the general metallic supphes of the 
world and entirely allocated to the purposes of that particular 
country Numerous examples exist of mobihty m the metalhc 
circulation of mdividual countnes When, as a result of the 
Civil War, the United States began in the sixties to use a paper 
currency, they gave up to Europe not only a large proportion of 
their new output of gold, but also a considerable share of their 
already available gold supphes At the begmmng of the seventies 
Germany introduced a gold standard and procured by means of 
the French mdemmty pajmients the enormous quantities of gold 
which were necessary for the first issue of the gold coins of the 
Reich, afterwards drawmg largely upon the gold reserves of 
France, England, and the United States of .Ajnenca Similar 
remarks apply to the gold procured in the mneties by Russia, 
Austna, and Japan for the purpose of mtroducmg the gold 
standard, while with the aid of a considerable import of gold in 
the second half of the nmeties, the Umted States of Amenca 
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were successful m improving the state of their currency on the 
gold standard basis But the largest disturbances ever known 
m the monetary stocks of the precious metals of mdividual 
countries occurred dunng the War and m the years that followed 
It was shown m the histoncal part of this book (see p 233 el seq ) 
that the European belligerent countnes had to give up a very large 
part of their monetary reserves of gold, and the neutrals, the 
Umted States of America, and Japan registered an influx of gold 
to an extent many times exceeding the fresh output of gold during 
the penod 

Thus for providmg the vanous countnes with money, it is not 
only the extent to which they can secure for themselves a share 
of the annual new production of money metal that is of import- 
ance, but also how far they can control the metalhc money avail- 
able and how far they can draw upon the stocks of metalhc money 
of other countnes In addition to the world production of the 
precious metals, the so-called mtemational movements of them 
are of importance in determmmg the supphes of the vanous 
countnes 

This bnngs us to the question of the factors on which the 
partiapation of a country in the international movement of the 
precious metals depends 

This problem dominated the theones of pohtical economy in 
the early stages of the science In the yeeir 1613 the Itahan, 
Serra, wnting in a manner charactenstic of the theory then 
current, adopted the following question as the title of his essay 
“ How can a country which possesses no mines procure wealth of 
gold and silver?” This point, in view of the failure to differ- 
entiate between money and wealth, appeared perforce as the 
kernel of all economic theory Men thought they had answered 
the question by makmg the import and export of precious metals 
dependent upon the course of mtemational trade balances It 
was assumed that a precious metal enters a country as an eqmva- 
lent in value for the exported goods, and that it leaves the country 
as an eqmvalent m value of imported goods Accordmgly, it was 
thought that imports of precious me^ must take place as soon 
as the exports of goods exceeded imports In the former case 
the balance of trade was accordingly regarded as “favourable,” 
and in the latter case as "unfavourable,” such designations bemg 
retamed to this day side by side with the colourless terms “ active ” 
and "passive” balances of trade 

It has been shown above (p 422 el seq) that the balance of trade 
IS but a part of the "balance of international indebtedness " In 
the course of the movements of the precious metals from coimtry 
to country, as well as m the determmation of mtemational rates 
of exchange, it is not the trade balance as such which must be 
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taken into account, but only the balance of international in- 
debtedness as a whole 

Even this balance of international indebtedness is not neces- 
sarily the sole determining factor in the course of the mtemational 
movements of precious metals To payments ansing out of 
obhgations of all kinds, the voluntary transfers of money capital 
from country to country must be added as a factor substantially 
influencing the movement of the precious metals 

In this connection we can differentiate between short-term 
capital transfers and long-term capital investments Transfers 
of the former t3?pe take place particularly for the purpose of 
exploiting differences m the rates of interest in the several 
coimtnes International money capital which seeks short-term 
investment turns preferably towards those countnes which show 
at the time the highest rates of interest 

In contrast to the short-term transfers which are continually 
m a state of flux, we have large transfers of capital which take 
place only once, as, for example, international loan operations 
or undertakings on a large scale which are earned out in a country 
with the aid of foreign capital (e g railway construction m sudi 
overseas areas as do not dispose of a sufficient accumulation 
of capital) Displacements m the ownership of international 
secunties and such unilateral transfers as the payments of war 
indemnities belong to this class 

All those factors which influence the international movement 
of the precious metals can be denved from the functions of 
money as a medium of exchange (balance of trade), as a medium 
of payment (payments of interest, etc ), as a medium of capital 
transactions (international loan operations), and as a medium of 
transport of value (travel and migration) 

^ 3 The Effects of the National Demands for Money on 
the International Movement of the Precious Metals 

After determining the causes which underlie the international 
movement of the precious metals, the further question anses — just 
as it did before in connection with the production of the preaous 
metals — as to whether the demand for money has any decisive 
influence The old mercantile conception, according to which 
international disturbances in the ownership of the preaous metals 
appear to be dommated solely by the balance of trade, altogether 
excluded the demand for money from the exercise of any influence 
Whilst the sending of all other goods from country to country is 
regarded as bemg obviously conditioned by demand for such 
goods, it IS assumed that the precious metals, because they are 
the basic matenal of the money servmg for pa3anent for these 



474 


MONEY 


other goods, are the only goods sent from country to coxmtry, not 
m response to any demand for them as such, but because of an 
enturely external factor, namely, the import and export of other 
goods — ^that is, fundamentally, because of the demand for those 
other goods Because Germany has a demand for wheat which 
IS not covered by its own production, and not because America 
requires gold, is it assumed that gold flows from Germany to 
Amenca 

This relation is not altered m pnnciple when the wider con- 
ception of the balance of international indebtedness is substituted 
for the balance of trade as the motive factor All claims and 
liabilities which arise from the state of reciprocal credits between 
the vanouscountnes, or from the workmg of undertakmgs abroad, 
or, in short, from the operation of international agency business 
of all kinds, are also determining factors m the international 
movements of the precious metals, which factors have nothing to 
do with the demand for money of the vanous countnes per se 

On the other hand, it is clear that the demand for money 
has a direct bearing in the case of those modifications which 
are made in the movement of the precious metals by mter- 
national money-lendmg Just as the demand for goods finds 
its expression in the level of prices, and by its effect on pnce 
influences the transport of goods, so also does the demand for 
capital find its expression in the level of rate of interest and 
thereby influences international movements of capital But we 
must, of course avoid any assumption that the demand for 
capital and the demand for money are synonymous, and we must 
beware against assuming that large international transfers of 
capital, such as those caused by the poorer countnes raising 
capital m countnes which are nch m capital, take place exclusively, 
or even m part, in terms of money If, for example, a State such 
as India raises a loan in England for the purpose of buildmg 
railways, it will receive a large proportion of this loan not m actual 
precious metals or money, but m the form of railway hnes and 
other matenals — ^that is, in the form of those goods representmg 
capital which are really required, and for the procunng of which 
the money provided by the loan is simply the means Of course, 
the demand which leads to the raising of loans in foreign countnes 
can also be directed towards capital in money form Such, for 
example, was the case — ^and it is here seen in its clearest form — 
with the large loans which were raised in the course of the last 
three decades of the nmeteenth century by Italy, Austna-Hungary , 
Russia, and other countnes, for the purpose of replacing the 
existing paper currency by a metallic one 

In the case of foreign loans raised by States, cause and purpose 
are in the majonty of cases dear, m the case of international 
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capital transactions, on the other hand, which result from the 
requirements of capital by the mdividusil concerns withm every 
country, the cause and purpose are not so clear, as it is more 
difficult to make a survey of these transactions The same 
remarks apply, however, m both cases The demand for capital 
of each undertaking is directed, just as is the demand for capital of 
the State itself, towards specific forms of capital of which money is 
but one of many thousands In so far as the total of this capital 
demand cannot be covered within the coimtry, and assistance is 
sought from foreign countnes, the forms in which the credited 
values will be imported must depend entirely on which particular 
forms of the capital required cannot be supphed by available means 
in the country itself 

The demand for capital met by way of long-term credits is 
directed only in exceptional cases towards money The takmg 
up of short credits, however, is the method by which both the 
financial admmistration of the State and that of other corpora- 
tions, as well as private undertakmgs and other individual 
economic units, try to procure for themselves means of pa5anent 
temporarily required In this sense we differentiate between the 
capital market as the market for long-term investment, and the 
money market as the market for short-term credit The rates 
of interest of the individual national money markets depend to 
a large extent upon the level of the demand for money As 
the level of the rates of interest for short-term credit in individual 
countries exercises, in so far as these countries have a metallic 
currency with free comage of the standard metal, afar-reaching 
influence on the movements of the precious metals, this is a case in 
which the demand for money of individual countnes does have an 
influence upon international movements of the precious metals 

Money-lending can thus, in fact, neutrahse the effect on 
the transport of money and of bulhon, which is exercised by 
international liabilities to pay, resulting from the trade in com- 
modities and from other causes, just as an economic mdividual can 
procure for himself the requisite ready money not only by selling 
commodities and callmg in claims, but also by raising credits 

But as in transactions between mdividuals, so also in trade 
between countnes, the transfer of money by way of credit is not 
unlimited Loans for a long period are only made if there is 
certainty of repayment The magmtude or extent of the demand 
IS not the only decisive factor Confidence in the debtor and his 
capacity for performance are equally important A contmued 
deficit in the balance of international mdebtedness of a country 
cannot, therefore, be liquidated by international loans, because, 
in the long run, the possibility of repayment of the loans taken up 
by the mtemationd money markets and with it the basis for 
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the compensatory workmg operations of the mtemational credit 
S3^tem would disappear 

One thing is at all events certam, namely, that any balance 
of mtemational mdebtedness which would not, m its effects on 
the mtemational movement of the precious metals, satisfy the 
demand for money of a country, can be reinforced, at least tem- 
porarily, by credit operations which thus influence the movement 
of bulhon by influencing the dmand for money of mdividual 
coimtnes 

A further question remains to be answered, whether, in fact, 
the demand for money of individual countnes can operate on the 
movements of precious metals only through the agency of inter- 
national credit, and whether, m fact, the demand for money 
exercises no influence on those other factors which can influence 
the movement of the precious metals 

The original theory, accordmg to which the inflow and out- 
flow of the precious metals was merely the necessary and obvious 
consequence of the state of the balance of trade, was already 
opposed by David Hume, who held that the transmission of money 
from country to country is ultimately determined by differences 
in the demand for money, just as is the case with the transport 
of other commodities When a country has an unfavourable 
balance of trade, and must accordingly render up considerable 
quantities of money to another country, then other things being 
equal, the first country will have a shortage and the second 
country a surplus of money This difference m the means of 
satisfying the demand for money must find its expression in the 
value of money m terms of other commodities In the country 
with the reduced circulation, the value of money m terms of goods 
will nse and in the other country it will fall, or, m other words, 
in the former country the prices of commodities in terms of 
money must fall, and in the latter country they must rise 
This shifting of the level of pnces m both countnes must reverse 
the balance of trade between them Whereas previously the first 
country imported more than it exported, and for that reason was 
drained of its money by foreign countries, the import of goods 
becomes now in view of the lower pnces in the country and 
the higher pnces obtammg abroad, more difiicult, and export is 
encouraged In bnef, the balance of trade, which had heretofore 
been unfavourable, by reason of the outflow of money which it 
brought about, the consequent shortage of money and the further 
effect of these conditions upon pnces, automatically becomes again 
favourable and the export of money is replaced by an import 

This theory, mstead of postulatmg a one-sided relation between 
the balance of trade and the movements of precious metab, as 
the Mercantilists had done, sets up a reciprocal relation and 
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enters into the question of factors which determine changes m 
the value of money and into the effects of such changes The 
basis of this theory will have to be tested more closdy below 
At the present stage we may content ourselves with the general 
remark, that on closer examination it must appear absolutely 
natural that the distnbution of the precious metds between the 
vanous countnes is subject to the same influences as is the dis- 
tnbution of other commodities, and that these influences are the 
strength of the demand on the one side, and the degree to which 
means for obtaining supphes (purchasing power) are available on 
the other Just as every individual, so also every country, can, 
on the basis of its total economic strength, satisfy its vanous 
needs up to a certain point by always using the available means 
for the satisfaction of those needs which are the most pressing 
No reason is apparent why bullion should stand outside this 
rule, and why a country, which can cover all its needs up to a 
point by its own production and by foreign trade, should not also 
be able to cover its demand for metalhc media of circulation up 
to the same point, or should not be able to preserve a metalhc 
circulation corresponding to its requirements 

Of course if the general economic position of a country 
declines if destruction of its productivity adversely affects the 
degree to which it can satisfy its needs then it will not be in a 
position to cover its requirements for metallic media of circula- 
tion to the same extent as heretofore, and in certain circumstances 
it may not be in a position to cover them at all The fact that it 
has always been difficult for countries with disorganised economic 
and financial conditions to maintain a well-ordered circulation of 
money does not therefore, contradict the conception that inter- 
national movements of the precious metals are also influenced by 
the demand for them and by the capacity to pay of the individual 
countnes concerned The same apphes to the fkct that countnes 
which, owing to pohtical and economic catastrophes, have lost 
their metalhc currency find it in most cases impossible to re- 
establish a circulation of coins without foreign help (by the grant 
of loans) It IS true, however, that just in this matter of the satisfac- 
tion of the demand for money we have to consider a special point 
When the cover for the demand is insufficiently met, no commodity 
can be replaced with greater ease by substitutes than can metalhc 
money In the place of metalhc money we can have paper notes, 
whereas those commodities which are used for food, clothing, 
habitation, and other needs cannot be replaced m a manner equally 
simple, almost free of cost, and by things themselves intnnsically 
valueless All disturbances resulting from an insuf&cient cover 
for the demand for media of circulation almost irresistibly compel 
the authorities concerned, whether they be the financial admims- 
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tration of the State or a bank which has been given the pnvilege 
of issuing notes, to issue more paper money tokens for the purpose 
of meeting the demand for money Hence the natural reaction 
indicated by Hume, which an insufficiently satisfied demand for 
money has on the balance of trade and on the movement of the 
precious metals, is partly or wholly negatived The margin 
between the demand for money and the circulation, a margin 
which would of itself tend to influence the international move- 
ments of the precious metals, is wiped out by the issue of paper 
money The fact that countnes finding themselves short of 
circulating media, and having recourse, as a way out of the 
difficulty to the issue of paper money, do not attract to themselves 
metallic money proves, therefore, nothing against the theory that 
the demand for money, if not met m this way, has the tendency to 
procure for itself the necessary media by influencing the inter- 
national movement of the precious metals 

The full analysis of these sequences, which have acquired, by 
reason of the circumstances ansmg out of the World War, an 
importance far greater than they had when the first edition of this 
book was pubhshed, can only be undertaken on the basis of the 
theory of monetary value, still to be dealt with At this stage, m 
order to strengthen the view that money metal tends in general to 
distnbute itself between individual countnes according to their 
demand, which again influences both the rate of mterest for short- 
term credit and the course of foreign trade, we must call attention 
to an important example provided by a disturbance brought 
about by external circumstances m the international conditions 
of circulation, namely, the French War Indemnity and the re- 
action which it brought in its tram 

Only a very small part of the 5 milliard francs was handed over 
to Germany, as is well known, m actual metallic money ^ Apart 
from small quantities paid in German and Enghsh gold coins, 
about 273 miUion francs — that is, 220 milhon marks — were paid 
in French gold coins German silver coins represented about 
24 million marks and French silver corns about 270 mfllion marks 
By far the largest part of the media of payment transferred by 
France consisted of bills of exchange and bank drafts on German 
towns (totalhng about 2400 million marks), bills of exchange on 
England (for more than 500 miUion marks), on Holland (for about 
200 miUion marks), and on Belgium (for about ii6| miUion marks) 
Of all these, the bills of exchange on England were, in particular, 
largely used for the purchase of gold on the London bulhon market 
In the whole, the Government of the Reich obtained dunng the 
years 1871 to 1873 French War Indemnity payments of about 

' Cf with what follows the author s Reform des detUschen Geldwesens 
nach der Grundung des Retches vol u, p 236 et seq 
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1040 million marks m gold, partly m actual gold and partly m 
remittances not consisting of gold, but for wluch gold was sub- 
sequently procured Germany received by far the largest part 
of the milliards m the form of secunties and goods The French 
banks disposed, through the agency of German banks, of large 
quantities of Austnan, Itahan, and other foreign securities to the 
German pubhc, which was m a position to take up these secunties, 
as large amounts of German State loans were being repaid As 
against these sales the French banks were able to draw heavy 
amounts of bills of exchange on German towns, and these amounts 
being placed at the disposal of the French Government as pay- 
ments for their loans, the French Government passed them on as 
a medium of payment of the indemnity contnbutions to the 
German Government The extent to which the value of the bills 
and drafts given in payment by France was represented by goods 
IS shown by the course of the German balance of trade The excess 
of imports over exports amounted in the year 1872 to 941,460,000 
marks, in the year 1873 to 1,454,245,000 marks, and m the year 
1874 to 1,251,579,000 marks It is worthy of notice that in those 
years France had an excess of exports instead of the excess of 
imports which she had had hitherto 

Although only about a quarter of the entire indemnity pay- 
ments were made m gold, the disturbance in the international 
conditions of circulation caused by these payments made itself 
strongly felt The German reserve of metallic money, because of 
certam counteracting influences brought into play by the currency 
reform,^ did not mcrease by the full amount of the gold received and 
procured from the indemnity pa5nnents, but nevertheless careful 
calculations * show that it grew from about 1985 milhon marks 
at the beginning of the currency reform*(middle of 1871) to 2810 
milhon marks towards the middle of the year 1873 This repre- 
sented an increase within two years of 825 million marks, t e of 
more than 40 per cent of the money reserve available m Germany 
at the beginning of the reform of the currency, and this increase was 
largely effected at the expense of the metalhc reserve of other 
European countnes, particularly of France, Belgium, and England 
This produced a relative surplus of money in Germany and a 
relative shortage m the foreign countnes concerned The re- 
action to this displacement manifested itself m that, firstly, after 
the pa5unent of the milhards had fimshed, and after a stop had been 
put to the extraordinary demand for money created by excessive 

' In particular the expulsion from circulation of large quantities of 
foreign coins (Austnan gulden 5 franc pieces, etc ) mihtated during the first 
years of the currency reform against the mcrease m the stock of gold 

' See the authors Reform des deutschen Geldwesens, vol u, p 365 et 
tnf and p 402 
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speculation and the crisis of 1873, the rates of interest for short- 
term credit on the German money market were for a long tune 
lower than they were on any foreign money market , and, secondly, 
m that, even after the contnbution pa5nnents had been completed, 
the German balance of trade contmued to register a very con- 
siderable excess of imports The stronger demand for money in 
foreign countnes, in so far as it showed itself m higher rates of 
interest, made it a profitable business for German lenders to 
mvest money in foreign countnes Moreover, the fact that the 
demand of Germany for money was covered to a much larger 
extent than was her demand for other commodities gave an 
impetus to the exchange of the relatively abundant German 
money for those foreign products for which a higher demand 
existed in Germany, and this exchange could take place only so 
long as in Germany higher pnces were paid for the commodities 
in question than were being paid in foreign countnes, * e so long 
as the relative surplus of money in Germany kept the value of 
money in terms of commodities, the demand for which was 
covered to a lesser degree, lower than m foreign countnes 

The reaction caused by the enormous transfer of money to 
Germany was thus partly the result of credit transactions and 
partly of payments for imported goods, which created a back- 
flow of money to foreign countnes This back-flow took place 
from the middle of the year 1874 onwards, whilst foreign rates of 
exchange were nsing considerably, and it lasted on the whole up 
to the year 1879 At times it was interrupted by the contraction 
of the German circulation brought about by the German currency 
reform This was particularly the case in the second half of the 
year 1875, when large amounts of circulating paper were with- 
drawn, this having been made necessary by the commg into force 
of the new order relatmg to note-issmng banks In the follow- 
ing years the calhng-m of silver coins contracted for a time, to a 
not inconsiderable degree, the extent of the German circulation, 
and even, m its ultimate effect, resulted in a certain diminution 
of the German circulation, as, with the fall m the price of silver, 
the silver corns which had been melted down commanded an 
amount of gold corns much below the ongmal nommal value of 
the silver coins 

On the whole, the German metalhc reserve, which increased 
from 1985 milhon marks in about the middle of the year 1871 
to 2810 milhon marks about the middle of the year 1873, fell 
off, almost without interruption, dunng the following years to 
2420 milhon marks towards the middle of the year 1879 Of 
the 825 milhon marks by which the German metalhc reserve 
increased in the first two years of the currency reform, as a 
result of the payment of the five milhards, there remained in the 
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year 1879 only an increase of 435 nullion marks, an increase 
which, Astnbuted over the eight years from 1871 to 1879, no 
longer looks exceptional 

From this example, which is important of its kmd, we see the 
extent to which and the manner m which the demand for money 
by individual countnes has an influence on the mtemationd 
movements of the precious metals 

No similar reaction has so far taken place to the infinitely more 
senous disturbances in circulation winch the War has brought 
about The reason of this is to be sought for in the fact that 
vanous national economic bodies, particularly those of the de- 
feated countnes, had their productive capacity so tremendously 
impaired that they have not so far been able to muster the 
forces necessary for such a reaction, which would have to take 
the form, in the first place, of an mcrease m their exports 
Moreover, the restnctions placed upon their trade (such as 
boycott and the withdrawal from them of most-favoured-nation 
pnvileges) counteracted such reaction, and, lastly, the burden of 
reparations, which, in the case of France, were hfted within two years 
of the conclusion of peace, presses mdefimtely upon the defeated 
countnes, and does not permit of a natural economic reaction 

f 4 The Industrial Employment of the Precious Metals 

Of the total quantity of the precious metals available to a 
country or becoming available from the new output of such metals, 
only a part is actually employed for monetary purposes, either 
by being placed in circulation as com, or by being used m the 
form of coins or bulhon for covenng paper currency, or as the 
basis of special systems of payments The remainder, hke all 
other commodities, is used for ordinary economic purposes It 
serves as raw matenal for plate and for articles of jewellery, for 
purposes of gildmg and silvenng, and for dentistry These 
applications of the precious metals for other than monetary 
purposes are known collectively as the "mdustnal uses ’ of the 
precious metals 

Theoretically there is httle to be said regardmg the relation 
between the monetary and mdustnal uses of the money metals 
We have here the same circumstances as apply m the case of all 
other commodities which may be considered as useful for a variety 
of purposes The mtensity of the demand and its effectiveness, 
as far as the different forms of employment are concerned, deter- 
mme the relative proportions m w^ch the total available stock is 
distnbuted among the vanous uses This is shown by the pnces 
which one or other of the elements of the demand is prepared to 
pay All supphes of the precious metals which cannot be taken up 
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by the industrial demand at a pnce which corresponds to the mint 
price, imnus the costs of mintmg, find their way naturally to the 
mints and to the banks, which are always open to accept precious 
metal 

Just as the need for money of mdividual countries depends on 
a number of factors of different kinds, so also does the emplo3mient 
of the precious metals for monetary and ordmary uses In 
particular, the wealth of a nation and its even or uneven distn- 
bution are of great importance in the matter of the degree to 
which the precious metals are used for the production of jewellery 
and plate, and are stored in the form of such jewellery and plate, 
and this from other standpomts than those of the monetary use 
of the metals It is true that, as has already been shown above, 
great national wealth, in view of the larger turnover, of itself 
causes a nse m the country’s demand for money, and enables that 
demand to be more fully satisfied At the same time it results 
also in an increased demand for the precious metals for articles 
of luxury The strength with which this effect is felt differs, 
however, at least after a certam pomt Firstly, all arrange- 
ments for payments and all media of credit which restrict the 
demand for money presuppose a certam degree of wealth and 
can develop to the fullest extent m the case of the nchest 
countnes, whilst the demand for articles of luxury can expand 
without any sudi counteracting influences when the state of 
welfare is on the mcrease Secondly, the qmte general observa- 
tion applies here also that, other things bemg equal, the greater 
the wealth of a country, the greater is the proportion of the 
aggregate national mcome which can be used for the satisfac- 
tion of less pressing wants and there can be no doubt that 
the mdustnal use of the precious metals serves, as contrasted 
with the monetary use, for purposes of luxury A similar 
observation apphes to the question of how the evenness or un- 
evenness of distnbution of the national wealth affects the relation 
^tween the monetary and mdustnal uses of the precious metals 
The more uneven the distnbution of the national wealth, the 
greater is the wealth accumulated m the hands of a few, and the 
lower the degree of well-being of the masses of the nation, the 
greater will & that part of the entire national wealth which is 
employed for purposes of luxury We need only visuahse the 
one extreme example of an absolutely even distnbution of 
wealth and mcome In such a case the masses would enjoy 
a somewhat higher standard of hvmg, but no one within the 
country would be m a position to procure for himself any kind 
of costly article The demand for the preaous metis for 
articles of luxury would, therefore, shrink to an extraordmary 
degree On the other hand, we have seen— especially m the 
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case of France before the War — ^that uniform distnbution of 
wealth tends to mcrease the stock of the precious metals held 
m the form of money The less even is the distnbution of wealth 
withm a country, the greater is that part of the national stock 
of the precious metals which is used for commodity purposes as 
against the part used for monetary purposes 

The hne of demarcation between the monetary and non- 
monetary stocks of precious metals in a country is by no means 
fixed Having regard to the costhness of these metals, the form 
mto which they are wrought has a relatively small effect on their 
value Consequently, the precious metals can be transferred 
from one use to another just as easily as they can be moved from 
country to country because of their relatively low cost of transport 
Corned metal, in particular, is melted down m large quantities 
and used as matenal for jewellery, etc , as the value of the 
" fashion ” of large quantities of coins produced by mass produc- 
tion IS absolutely neghgible as compared with their intrinsic 
value For example, the seigniorage on coins charged by the 
German mints was only 4 3 pfennigs for a 20-mark piece The 
difference between the value of coined and uncoined metal being 
so very small, especially where only small quantities are con- 
cerned, it has always been simpler and cheaper to procure the 
necessary gold by melting down the coins, obtainable at any 
moment on the open market, than to import gold bars 

But notwithstanding the higher value wluch attaches to the 
form of jewellery and plate, the melting down of such articles 
and the use of the resulting metal for coins is also by no 
means unusual This is a common expenence, particularly in 
times of acute increase in the demand for money, such as during 
war and in pohtical cnses Large quantities of ornaments and 
plate are then melted down for coinage Dunng the Great 
War, in Germany, as well as m other countnes, the appeal to 
the patnotic spirit of the public resulted in vast quantities of 
gold ornaments bemg delivered up to the mmts and to the 
central banks in exchange for a moderate payment 

All these remarks apply simply to precious metals which are 
freely coined In the case of these the forces of trade, operating 
on their own account, can determine the degree of employment of 
the metals for monetary and mdustnal purposes respectively 
Such remarks do not, however, apply where the coinage of one or 
other of the metals is restncted and depends upon the arbitrary will 
of the Government, or is even wholly suspended If coinage is 
restncted, it is the authonty of the State which really determines 
the amount of the metal which should be used for monetary 
purposes, and the remaimng quantity of the metal is left for 
ordinary uses and must find its outlet there If it is the standard 
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metal whose coinage is restncted or suspended, an mcrease in the 
demand for money, which in the case of a free coinage would 
attract metal to monetary uses and would thus tend to raise the 
aggregate of the metal used for monetary purposes, shows itself in 
another direction, namely, in a ri&e m the v^ue of the money struck 
from that metal over and above the value of the uncoined metal 

^ 5 Statistics of the Industrial Consumption of the 
Precious Metals 

The problem of collating statistically the industrial and the 
monetary consumption of the precious metals is more difficult 
than the problem of determimng the production of the precious 
metals and of their international movements 

It is difficult to estimate how much gold and silver is annually 
used for industnal purposes in individual countnes owing to 
the number of activities to be considered in this connection 
The most exact figures in regard to the industnal uses of 
precious metals have been collected for some years past in 
the United States of Amenca, where the Director of the Mmt 
applied for the necessary mformation direct to the managers 
of industnal concerns which worked up precious metals An 
investigation by the same method was undertaken in Germany 
in the years 1896 and 1897 In pursuing this investigation 
there is the difficulty that some of the firms approached either do 
not reply at all or else give inaccurate information Assume how- 
ever, that a rough figure has been obtained for the total annual 
consumption of the precious metals, other questions then arise, 
namely, what proportion of the worked-up metal is due to freshly 
produced and what proportion to old matenal, how much has been 
withdrawn from the circulation of the country itself, and how much 
was obtained from the melting down of foreign corns The latter 
questions, as to the extent and ongm of the precious metals- sold to 
mdustnahsts, can be answered, at least approximately, by data 
supplied by the nunts, official assaymg offices, refinenes, etc 
Statistics so obtamed have, since the year 1889, formed the basis of 
the reports of the Director of the American Mint on the mdustnal 
consumption of the preaous metals in the Umted States (data ob- 
tamed from the mmt m Philadelphia, the Umted States Assay 
Office m New York, and from pnvate refinenes) This method of 
procedure, however, does not show the quantities of corns melted 
down by goldsimths, and by other manufacturers who use the 
precious metals and who, accordingly, transfer these from monetary 
to industnal uses The Director of the Amencan Mint makes a 
more or less arbitrary estimate of these amounts The German 
inquines of 1896, 1897, and 1908 used both the returns of refinenes 
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concerning the volume and the origin of material sold to manufac- 
turers, and also information obtamed through questionnaires sent 
to individual industrialists At a later date the Director of the 
Amencan Mint tried to supplement his reports by agam directing 
inquiries of a similar nature to the individual mdustnalists But 
there are practically no data for determining the origin of the 
matenal worked up in industry, etc , in the reports relatmg to 
gold and silver articles stamped by assay offices, such as existed 
in France and Austna-Hungary before the War 

These remarks show the caution with which even the most 
thorough estimates, based on the most careful investigations 
must be treated In the case of all such estimates we are 
dealing at best with approximate values with an appreciable 
margin of error 

Soetbeer gave the following table in 1886 ^ concerning the 
mdustnal consumption of gold and silver in the most important 
European countries — 




Gold 



Silver 


Country 

Gross 

Consumption 

Kg 

Deduction for 
Old Matenal 
Per cent 

Nett 

Consumption 

Kg 

Gross 

Consumption 

Kg 

Deduction for 
Old Matenal 
Per cent 

Nett 

Consumption 

Kg 

United States 

21 700 

10 

19 500 

135 000 

15 

115 000 

Great Bntain 

20 000 

15 

17 000 

go 000 

20 

72 000 

France 

21 000 

20 

16 800 

100 000 

25 

75 000 

Germany 

15 000 

20 

12 000 

no 000 

25 

82 000 

Switzerland 

15 000 

30 

10 500 

32 000 

25 

24 000 

Netherlands and 
Belgium 

3 200 

10 

2 900 

30 000 

20 

24 000 

Austria Hungary 

2 800 

15 

2 400 

40 000 

20 

32 000 

Italy 

6 000 

25 

4500 

25 000 

25 

19 000 

Russia 

3 000 

20 

2 400 

40 000 

20 

32 000 

Other civilised 

countnes 

2 300 

15 

2,000 

50 000 

20 

40,000 

Total 

no 000 


90 000 

652 000 


515 000 


The report of the Amencan Mint for the year 1912 on the 
mdustnal consumption (after deducting old matenal) of gold 
and silver in the several civilised countries gives the following 
figures — 
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Country 

Gold 

Value m Dollars 

Silver 

Fine Ounces 

United States 

35,800,000 

20,000,000 

Germany 

20,000,000 

10,000,000 

Great Bntain 

18,000,000 

10,000,000 

France 

17,500,000 

9,000,000 

Switzerland 

8,000,000 

2,000,000 

Austna-Hungary 

5,000,000 

2,000,000 

Russia (including Finland) 

5,000,000 

4,000,000 

Italy 

3,500,000 

1,500,000 

Belgium and Netherlands 

3,000,000 

5,000,000 

Denmark, Norway, and Sweden 

1,000,000 

1 600,000 

Spain and Portugal 

1,800,000 

1,000,000 

Austraha and New Zealand 

2,000,000 

900,000 

Canada 

2,500,000 

900,000 

Other European and Amencan 



countnes 

1,000,000 

1,000,000 

Total 

Egypt and Asia 

124,100,000 

50,000,000 

67,900,000 

28,841,771 

Aggregate total 

174,100,000 ^ 

96,700,000 ® 


The annual industnal consumption of gold in all civilised 
countnes would, according to the above figures of the Director 
of the American Mint appear to represent a total value of 
about 730 million marks Even as recently as the year 1900, 
Lexis estimated that the industnal consumption of gold of 
the whole world (including India and the other Asiatic coun- 
tnes) amounted m the year 1897 to 250 million marks In 
the report of the Amencan Mint it was also estimated that 
m the year 1897 the amount was still much below what it 
was in the year 1907, namely, 59 million dollars — that is, 
about 248 million marks — a figure which more or less corre- 
sponds with the estimate of Lexis Taking the estimate of the 
Director of the Amencan Mint for 1912 as being more or less 
correct, the yearly consumption of gold in industry etc , just 
before the outbreak of the War, is seen to have amounted to 
37 or 38 per cent of the annual output, 62 to 63 per cent of that 
output remaining available for monetary purposes However 

* Including about (20000000 of melted gold coins The net con 
sumption of uncomed gold would thus be $154,000 000 

• Approximate 
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this may be, it is clear that the increase in the production of gold 
far outdistanced proportionally, as well as m total amounts, the 
contemporary nse in the mdustnal consumption of gold in the 
course of the last decades before the War When Soetbeer 
estimated the annual mdustnal consumption of gold at 250 
million marks for the middle of the eighties, he calculated the 
gold output over the same penod as only about 435 million 
marks If we follow Lexis and assume that Soetbeer’s estimate 
of the mdustnal consumption is too high, and if we reduce that 
estimate by about one-quarter, even then the mdustnal con- 
sumption of gold in those days would be nearly equal to the 
monetary consumption 

For Germany, in particular, the inquiry conducted in 1896 
and 1897 flowed an annual mdustnal consumption of gold of 
about 16,000 kg to the value of 45 million marks This total 
contained about 5300 kg , valued at 15 million marks, produced 
by refinenes from old native material, i e from old jewellery 
and plate as well as from mdustnal waste Deducting this 
quantity of gold, we obtain for Germany a net annual consumption 
of about 10 700 kg to the value of 30 million marks, figures 
which have been incorporated m the report of the Director of the 
American Mint Of this net consumption 7100 kg , valued at 
20 million marks, fell to the share of German gold coins, and 1800 
kg , valued at 5 million marks, to foreign gold coins, and the same 
was the share of gold bars supplied to mdustnalists by German 
refinenes, and to a small extent also by the Reichsbank The 
statistics collected m the year 1908 regarding the industrial 
consumption of gold m Germany m the years 1906 and 1907 
gave substantially higher results The average yearly consump- 
tion by industry amounted to 31,400 kg , to the value of 87 7 
million marks German gold coins which had been melted down 
represented no less than 47 5 million marks and foreign gold 
coins only 2 5 million marks 

The estimates of the mdustnal consumption of silver have 
lost much of their erstwhile importance since silver no longer 
occupies its position as a standard metal The industrial use of 
silver m all civilised countries has, from the time of the sus- 
pension of comage of silver, ceased to be a factor which has any 
importance m connection with the supply of money The contrac- 
tion of the monetary consumption of silver, especially from the 
year 1893 onwards, coupled with the increase m the production of 
silver dunng the last decades could not but increase the con- 
sumption of silver in European countries In the United States, 
where statistics are most reliable, the industrial consumption 
of silver m the year 1883 was found to have a mint value 
of only 5 6 million dollars, m 1900 it had a mmt value of 
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148 million dollars, and in 1907 one of nearly 30 million 
dollars The returns of the Director of the Amencan Mint for 
the year 1900 give the consumption of silver for mdustnal 
purposes m Europe and America as 1,277 000 kg , a figure more 
than twice as high as that of the 515,000 kg calculated by 
Soetbeer for the middle of the eighties, but still far below the 
contemporary output, which amounted to more than 5J million 
kg This fact created considerable doubts as to even the approxi- 
mate accuracy of the estimates which had been put forward 
The data collected by the Director of the American Mint for the 
year 1910 led him to assume for the industrial consumption of 
silver in Europe and America a figure of 67 9 million ounces, to 
which was added a further 28 8 million ounces for Egj^t and 
Asia This makes in all about 96I million ounces — that is, about 
3 I million kg — while the production of silver was nearly 7 million 
kg Thus, no satisfactory returns were available for the con- 
sumption of about half of the annual silver output 

^ 6 The Definitive Consumption of the Precious Metals 

By being turned into com or employed for articles of ornament, 
etc , the precious metals are by no means finally consumed In 
fact they accumulate m very large quantities m these multifarious 
forms and these stocks can be again converted into bars by being 
melted down and can at any time be translated from one form 
into another and turned from one purpose to another For the 
problem of the money-supply of the civilised world, it is not only 
of interest to find out how much of the quantity of gold produced 
annually becomes available for industrial and for monetary 
purposes, but also how much precious metal finds its definitive 
consumption m both these branches of its utihty 

The definitive consumption of the precious metals results from 
the wear of coins m circulation, the wear of jewellery and plate, 
and from the employment of the metals for purposes m which it 
IS impossible to recover the metal again — above all, for gilding 
To this must be added the unavoidable waste in meltmg and 
recomage and the losses caused by careless use, burying, ship- 
wreck, etc 

It IS quite impossible to obtam accurate statistics of this 
ultimate consumption of gold and silver For the wear of coins, 
however, certain data are available In England m the nineties 
of the last century, when the gold coins struck before the reign 
of Queen Victona were called in and melted down, the loss m 
weight of the sovereign averaged 3 thousandth parts per annum 
and of the half-sovereign 8 thousandth parts The average 
annual abrasion of the 20-franc pieces was calculated m France 
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and Switzerland to be 2 thousandth parts Soetbeer states 
that careful weighings of larger quantities of German double 
crowns showed that after many years the average annual abrasion 
was no more than fth of a thousandth part Smaller coins are 
more subject to abrasion than larger ones, as the surface ex- 
posed to rubbing is larger in proportion to the metallic content 
Similarly, it may be assumed that the abrasion increases m later 
stages, because the raised edge of a new com protects from exposure 
the greater part of its surface Sub] ect to these considerations, the 
annu£il loss of gold due to abrasion can be estimated at about 4 
thousandth parts of the total monetary stock of gold 

Loss by abrasion of silver coins is relatively greater, if only 
because these pieces, which represent a smaller value, pass more 
rapidly from hand to hand than do gold coins For large silver 
coins, numerous investigations enable us to estimate the average 
annual abrasion at between 2 and 3 thousandth parts Obser- 
vations of the abrasion of the silver 5-franc pieces give more or 
less this figure The melting down of talers during the German 
currency reform showed an average yearly abrasion of 25 
thousandth parts in the case of coins dating from 1817 to 1822, 21 
thousandth parts for coins from 1823 to 1856, and 22 thousandth 
parts for coins from 1857 to 1871 On the other hand, the abrasion 
of the Jrd taler pieces was found to be i 3 thousandth parts per 
annum The smaller silver coins showed a still greater loss of 
weight The abrasion of the French i-franc pieces is alleged 
to have averaged i 6 thousandth parts per annum 

No reliable data are available for determining the abrasion 
to which gold and silver metal is liable when in the form of 
jewellery and plate 

The loss of the precious metals resulting from waste, ship- 
wreck, etc , is clearly unimportant in relation to the total stock 
as well as in proportion to the yearly output of gold and silver 
The same apphes to losses in meltmg Improved technical 
methods have reduced the waste from the latter cause, so that, 
for example, the loss m the melting and coming by the United 
States mint amounts to only about i of a thousandth part 

On the other hand, a large amount of both metals is put to 
uses which as a rule make it impossible for the metal to be re- 
covered This IS the case in the production of gold leaf and 
of rolled gold goods, m galvanic g^ldmg, m photography, etc 
In Amenca about 7^ per cent of the total mdustnal consumption 
of gold IS in the manufacture of gold leaf alone, and of the industrial 
consumption of silver about 9 per cent is absorbed by the pro- 
duction of chemicals for photography The German mquiry of 
1896 and 1897 showed that of &e mdustnal consumption of gold 
in Germany an amount of about 4800 kg , valued at 13 5 milhon 
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marks— that is, about 30 per cent of the total industrial con- 
sumption of gold — fell to the share of so-called "irrecover- 
able gold ” 

Lexis estimates that the irrecoverable gold amounts to at 
least 20 per cent of the annual industnal consumption of gold 
On this estimate we find that, before the War, the total definitive 
consumption of gold amounted to about 225 milhon marks per 
annum This would be between Tvvth to T^th of the total stock 
in those days of gold in the form of coins, articles of ornament, etc 

For silver Lexis’ last estimate of definitive consumption was 
about T^th of the total stock 

^ 7 The Supply of the Circulation with Paper Money 

The question of meeting the demand for money by the issue 
of paper currency requires special consideration 

The State can exercise greater arbitrary powers m the issue 
of paper money of all kmds than it can in the issue of metallic 
currency, which is dependent on the production and movements 
of the precious metals Thus it would at first sight appear that 
this provides the means of systematically adjusting the supply of 
money to the demand for it 

The money machine can include the following different kinds 
of paper tokens — 

(1) Paper notes which are issued against a deposit, to the full 
value of the notes, of coined or uncomed money metal Such 
notes are called “certificates ’’ They do not add to a country’s 
totsd currency circulation, but simply give the public a more 
convenient in place of a less convenient medium of circulation 
Thus, for example, the United States of Amenca had recourse 
to the issue of certificates when it became apparent that it was 
inconvement to throw into circulation as com the large quantities 
of silver purchased in accordance with the Silver Acts of 1878 
and 1890 

(2) Paper notes which are issued as part of a metallic standard 
S3retem, without any specific metalhc cover, or in amounts con- 
siderably m excess of their metalhc cover 

(3) Paper notes which are an independent currency, not based 
on any metal 

In cases under (2) the paper circulation is mtended simply to 
supplement the metalhc arculation The notes are, accordmgly, 
ei&er because of their convertibihty or in some other way derived 
from the metalhc currency The issue can be regulated in accord- 
ance with the existing state of the demand for money, not, how- 
ever, to an unlimited extent, but within limits imposed by the 
convertibihty of the notes As a rule, the issue of paper notes 



THE SUPPLY OF MONEY 


491 


takes place through the agency of a bank, by the grant of short- 
term credits Cases in which, a metalhc standard being in force, 
paper notes are issued in addition to bank notes by the State 
itself, without the agency of a bank, are exceptional In such 
cases the amounts — as, for example, the Treasury notes of the 
Reich before the War — were adways very small 

The issue of paper currency through banks offers the following 
advantages in the first place, the issumg institution finds it neces- 
sary, in the mterests of its own solvency, to preserve the continued 
convertibility of its notes and accordingly their incorporation m an 
unob] ectionable manner in the metalhc standard system Secondly, 
the fluctuations in the demand for money m the country make 
their influence immediately felt on those issmng banks through 
demands for credits directed to them Such an institution finds 
it necessary, therefore, when the demand for money is rising, to 
expand its note issue, whereas when the demand for money falls 
off the notes which had been issued flow back to the bank of their 
own accord by the closing of the credits granted Within the limit 
set by the necessity of preserving equahty of value between paper 
and metalhc currency, a limit which is dependent upon the special 
circumstances of the currency and on the banking organisation of 
the country, there is thus a certain automatic adjustment of the 
paper in circulation to the changes in the demand for money 
Finally, it must be noted that the issue of paper currency by banks 
makes it possible for banks of issue, by regulating the rate of 
interest at which notes are placed at the disposal of the market 
for short-term credit, to exercise control, within certain limits, 
upon the extent of the demand for money 

As against paper notes incorporated as part of a metalhc 
standard currency there is the separate paper currency which can 
be regulated without any restnction on its own account Here it 
is immaterial whether the State issues the paper itself or whether 
it delegates the issue to a bank freed from the liabihty to convert 
Theoretically, it would be possible completely to adapt the issue 
of a pure and simple paper currency to the fluctuations of the 
country’s economic demand for money and to obviate thereby 
certain disturbances which may occur m the case of a metalhc 
standard currency through (hsplacements in the equihbnum 
between money supply and demand In practice, however, the 
amounts of paper money issued in the past in paper standard 
countries were chiefly determined by other considerations than 
the country s money reqmrements, except where, as m Russia 
and Austna-Hungary in the mneties of the last century, it was 
sought to estabhsh an artificial connection with a metalhc basis 
by regulating the rates of foreign exchange and by adopting 
thereby the prmciple, necessary in a metallic standard currency, of 
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restncting the issue of paper The very estabhshment of a paper 
standard and the multiplication of the circulatmg paper are, as 
a rule, brought about not by the impossibihty of satisfying the 
country's economic demand for money with metaUic money, but 
by Treasury requirements caused by exceptional circumstances 
or by financial mismanagement 

In particular, an increase m the circulation of paper such as 
occurred durmg the War m all belhgerent and m most neutral 
countnes, and which contmued to an unprecedented extent in the 
defeated countnes after the conclusion of peace, is not attnbutable 
in the first place to a nse m the countnes’ demand for currency, 
but rather to the financial troubles of those countnes The im- 
possibihty of balancing their mtemal budgets by re-estabhshing 
equihbnum between revenue and expenditure, together with the 
burden of reparations, compel those States to procure for them- 
selves the means which they require by discounting Treasury bills 
at their note-issuing banks, and thus increasing by this process the 
quantity of paper in circulation mdependently of the country’s 
economic demand for currency 

In any event, these matters are not as simple as they would 
appear at first sight The circumstances of indebtedness created 
by the War and the Treaties of Peace exercise, particularly in the 
case of the hardest hit countnes, a heavy pressure on the value 
of their money on the international market, and this necessarily 
reacts on the purchasmg power of the money at home Prices 
and wages nse and, mdependently of the States demand for 
money, this makes the expansion of the paper currency an 
economic necessity This mteresting position of affairs, for which 
the course of events m Germany in the last few years provides 
a most important and instructive example, can only be touched 
upon here We shall deal with it fully when we examine the 
relations between the quantitative changes of the circulating 
currency and the value of money dunng the War and the years 
that followed 



CHAPTER IX 

THE VALUE OF MONEY 

^ 1 The Essential Character of the Value of Money 

In the prefatory note to this section we explained that the 
examination of the demand for and the supply of money itself 
leads to a study of what is the "value of money," a value which, 
hke that of all other goods, is affected by the magnitude and the 
nature of the requirements and by the stocks available to meet 
these requirements When, however, we come to study this 
problem, we find our way barred by a question which was present 
to the minds of the earliest senous students of the nature of money 
The question is Must money have a " value " by its very nature ? 
Does it stand on an equality with all economic goods in so far as 
the quality of value is concerned^ Is it itself an economic good, 
te ‘a commodity"? Or can money as such be without the 
property of value? Is it, as compared with economic goods, 
merely a "token" and a "symbol"? ^ 

1 A discussion of these problems will be sought in vain in Knapp s work 
The omission is the necessary consequence of Knapp s study of the subject 
purely from the legal point of view We have already had occasion to remark 
that this method excludes economic aspects which are just as important and 
essential to a complete understanding of the money machine as are the legal 
aspects This is most clearly brought out in the problem of value which 
IS m its nature an economic problem Knapp knows money only as a 
creation of law t c as a medium for the settlement of debts which is 
regulated by legal rules Consequently he knows only a histoncally defined 
vahdity of money and not an econoimcally determined value 
Knapp even goes so far as to deny the very existence of the problem of 
monetary value arguing as follows In order to make clear the idea of 
value we must each time quote a commodity with which td compare it 
If the commodity of companson is not expressly mentioned then in 
speakmg of the value of a thmg we mean the htncal value — that is, the 
value obtamed by companson with what has come to be the general medium 
of exchange From this again it follows that we cannot m this sense speak 
of the value of the medium of exchange itself (p 7) In this argument 
there is still the limitation in this sense, but that limitation is soon 
dropped A few pages later (p 25) Knapp wntes Neither ought we 
as IS well known apply the conception of value to the media of payment 
themselves and therefore also not to money but only to things which 
are not themselves media of payment as in speakmg of value we always 
presuppose the existing medium of pa3rment to be an object of companson 
The mental jump by which the problem of value m money is here 
eliminated and to some extent relegated to the sphere of metaphysics is 
obvious We however remam absolutely on solid ground and withm the 
sphere of problems to be explamed by science if we put the question What 
are the factors which condition the usually variable exchange relations 
between money and other objects of economic intercourse and m what way 
do these variations m the exchange relations take place? This and nothmg 
else is the problem of the value of money And that this problem is no 
mere phantom of the nund but a reality and at times a temble reahty, 
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The view that money has no value of its own, and need have 
no such value, was very strongly held, especially at the time of 
reaction against the Mercantilists, who held emphatically that 
money represented the embodiment, in quite an especial degree, 
of v^ue and wealth Even Locke expressed the view that 
humanity had agreed upon giving to gold and silver an "imagmary 
value ” He asserted that by umversal consent gold and silver 
were a ''common pledge,'' for which economic mdividuals were 
able to receive with certainty things to a value equal to that of 
the things which they had given in exchange for money David 
Hume described money as a mere "representation of labour and 
commodities," as a token which serves only for the purpose of 
measunng and estimating the value of labour and commodities 
Similar views were expressed by Montesqmeu and by a number 
of more modem wnters (such as Oppenheim, Macleod, etc ) 

The opposite view was held mainly by the Physiocrats (Turgot), 
the classical school of English economists, and by their followers 
in France and Germany, as also by Karl Marx in his Capital 
Roscher made the following pointed and oft-quoted remark in 
regard to the contrast of these two views "The false definitions 
of money are divisible into two groups Those which regard it as 
something more, and those which regard it as something less, than 
an economic commodity " 

Quite recently certain phenomena connected with paper cur- 

there can no longer be any doubt m our times marked as they are by an 
unexampled revolution in the exchange relations between money and all 
other objects of economic intercourse 

In the second edition of his book which appeared m 1917 Knapp added 
a concluding paragraph Regardmg the value of money and pnces His 
theory is pregnantly express^ in the following sentences — 

The State makes it a pnmary condition that on all occasions on which 
the question of pnce arises use should be made of those units of value 
which are sanctioned by law and payments should be made m this value 
expressmg [ Valutarisches ] money Whatever might be the results of a 
statistical investigation into pnces has not the shghtest effect in law The 
State has no cognisance of any changes in the value of money The 
declaration by the State that certain pieces are current imphes that existmg 
debts can be settled with those pieces the same apphes to new debts and 
in the case of these it is assumed that the contracting parties preserve their 
advantage The revolution m gold pnces which began dunng the course 
of the War does m fact cause I&iapp to make observations regardmg the 
mterests affected by this process The situation in regard to class in 
terests is a matter of great importance but it has nothmg to do with the 
constitution of the monetary system as outlmed m the State theory of 
money * Is it not possible m every monetary system that the relative 
powers of the economic parties should become disturbed and that far 
reachmg changes m pnces should ensue ? War compels us to revolutionise 
our normal civic hfe and paper money is only a means of canymg out 
the necessary revolution Surely it betrays remarkable narrowness of 
outlook to throw all the blame on paper currency 



THE VALUE OF MONEY 495 

renaes and with currencies with restncted coinage have fanned 
anew the controversy regarding the value of money 

In conformity with the emphasis hitherto placed by most 
theoretical wnters on the function of money as a “measure of 
value,” the question whether money must have a "value of its 
own” has been treated in the mam from the point of view of 
whether the function of money as a measure of value necessarily 
involves an mtrmsic value of its own or not Thus Kmes wntes 
as follows — ^ 

“The laws of nature necessitate that for measunng, %e for 
determimng the quantitative relation in terms of some quanti- 
tatively determinable object, we can employ only such an object 
as a measunng instrument or standard of measure as itself 
possesses to a special degree the quadity which is to be measured 
The unknown quantity in the object to be measured is then deter- 
mined by the apphcation to it of the known quantity of the same 
kind in the instrument of measurement ” A distance of length 
can be determined only by a medium which m itself has length, 
such as the foot, the pace, the yard rule, etc , and an expanse of 
surface only by an area, such as a square having the standard area 
of a square foot or a square yard, etc It may, of course, happen 
that the form of the words in which a relation as to magnitude is 
expressed is m contradiction with the statement made above, 
but m all such cases a httle careful consideration is sufficient to 
disperse the apparent contradiction Thus, for example, if we 
measure a distance m space by a length of time, such as “hours” 
or “days” of travel, or if we measure time by space, such as the 
space through which the hands of a watch travel, then m actual 
fact we measure nothing more than, m the first case, a space 
length by a space length m paces, of which a definite number 
of consecutive steps is to be counted as faffing within an hour or 
a day, and, m the second case, we calculate duration of time by 
the length of time of minutes or hours which the hands of a clock 
take to pass from one mark on the face of a clock to another 
“It has therefore been absolutely estabhshed that if and so far 
as this special quantity of economtc value which concrete goods 
contain can be and is to be estimated and measured, that is 
possible only by means of an object which itself has economic 
value — ^that is, which is itself an economic commodity ” 

This apparently convincing Ime of argument is based on the 
assumption of the “measure of value function” of money, which 
was rejected by us after careful consideration (Book 2, Chap III, 
para 5) It is a fact that money does not, m analogy wuth 
measunng mstruments, serve the purpose of determimng an 
objectively fixed “quantity of value” contained m goods, but 
1 On page 147 of his work already referred to 
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that It IS, more strictly speakmg, the common denominator for 
expressing the value of other exchangeable commodities resultmg 
from actual exchange transactions 

Before, however, entenng upon a discussion of the conclusions 
to be drawn from this, we must mention a very mgemous and 
clever attempt, based on the same assumptions regardmg the 
function of money as a measure of value on which Kmes based 
his arguments, to disprove Kmes’ conclusions In his work on 
the philosophy of money Simmel argues as follows — ^ 

It IS certamly correct to say that the quantities of two different 
objects can be compared only when these are of one and the same 
quality Where, therefore, measunng can be performed only 
by directly equating two quantities, this presupposes that the 
quantities have the same quahty But in addition to such direct 
companson there is still a second kind of measunng which is 
possible Where we have to measure a change, a difference, or 
a relation between any two quantities, it is sufficient that the 
proporttons of the measunng substances should be mirrored in 
those to be measured m order to determine these completely, 
without the necessary existence between these measunng and 
measured substances of any kind of constitutional similanty 

In elucidation of his view Simmel points out that the force 
of wind which breaks a branch of a tree can be compared with 
the hand that does the same thing only m so far as this force is 
available quahtatively in both wmd and hand But the force of 
wind can also be measured by the thickness of the branch which it 
bent The bent twig does not m fact express m itself the quantity 
of energy of the wind m the same sense as that could be expressed 
by the application of the force of the hand, but the relation 
between the forces of two gusts of wmd, and accordingly the 
relative strength of each gust, can be measured by the fact that 
the one has broken a twig which the other has not even succeeded 
m hurting Simmel regards the following example as conclusive — 
"The most dissimilar objects known to us, which are as poles 
asunder and which neither metaphysics nor natural science has 
succeeded m reducing to a common factor, are the matenal 
movements and the phenomena of consciousness In the pure 
extensiveness of the one and in the pure intensity of the others 
it has not so far been possible to discover a point which can m an 
absolute manner be convmcmgly regarded as their unit Never- 
theless, the student of psycho-physics can, by changes in external 
movements which affect our senses by excitmg them, measure 
the relative variation in the intensity of conscious sensations ” 

If, therefore, a constant relafton subsists between the quan- 
tities of the one factor and those of the other, the magnitudes of 
* Phtlosophte des Geldes 2nd ed p loi et tnf 
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the one determine the relative magmtudes of the other without 
any kind of quahtative relation or equahty existing between them 
This disproves the logic of the principle that the abihty of money 
to measure value must in effect depend on money having a value 
of its own 

Without forsaking for the present the ground trodden by Kmes 
and Simmel, let us turn to the arguments m turn directed against 
these cnticisms 

As a matter of fact we have to differentiate between two 
different t5q)es of measurement In the case of the first, the object 
to be measured is directly compared with the measuring object, 
and m such a case it is absolutely necessary that the two objects 
should be the same in kind The second type is more comphcated 
Magnitudes exist the direct measure of which bysimilar magmtudes 
IS not possible, because it is impossible to place them directly side 
by side and to compare them directly with each other This 
apphes to all abstract magmtudes, to the force of wind and the 
strength of conscious sensations such as, say, heat and time In 
reality only magnitudes which have concrete dimensions are 
directly comparable Accordingly we find it necessary m the 
case of most measurements, tern determimng the quantitative 
relation of two qualitatively similar substances or forces, to make 
use of an intermediate object by means of which we can estabhsh 
a constant relation between the two magnitudes which are to be 
compared, but which are not directly measurable on the one hand, 
and those magnitudes and processes which are directly comparable 
on the other hand Thus we measure time by movements m 
space, and m fact by all kinds of methods, whether by direct 
observation of changes m the position of the sun or by making 
use of a sundial an hour-glass, or a clockwork mechanism which 
moves a pointer Thus also we measure heat by the vaiying 
expansion m space of a column of mercury exposed to the effects 
of different quantities of heat, the relation of two masses by the 
movement m space of the two scales of a balance, and we can 
further to use the examples of Simmel, measure the strength of 
the wind by the thickness of branches which it can break, and the 
differences m the strength of consaous sensations by vanations in 
external movements 

Clearly, Knies is right in so far as the desired result of a process 
of measurement in all cases, whether involving direct or indirect 
companson, is that a heretofore unknown quantity of an entity 
of any kind should be expressed in terms of a quantity known, 
or regarded as known, of an entity similar in kind Just as m the 
example given by Kmes a quantity of time when measured by 
means of the watch is expressed m a unit of time durmg which 
the hand of the watch passes through a certam distance on the 
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watch dial, so also, m the examples of Sunmel, the force of wind 
when measured by the thickness of branches is expressed m terms 
of a defimte quantity of energy which is reqmred to bend a branch 
of given thickness, and the intensity of conscious sensations when 
measured by movements is expressed in terms of other intensities 
of sensations which presuppose or release certain definite processes 
of movement But having estabhshed the fact that the aim and 
final result of a process of measurement is only to determme a 
quantitative relation between magmtudes of a similar kind, we 
have not yet justified a complete rejection of Simmel’s contention 
The "mstrument of measurement" or ‘‘standard of measure,” 
of which Kmes speaks, must itself possess the quahty which it 
IS to measure only when it is a question of measunng by direct 
companson A yard measure must have length, and a measure 
of capacity must have volume, but processes m space and the 
relations of magnitudes m space by means of which we measure 
time ‘‘ intervals " or " spaces of time,” as we significantly call them, 
quantities of heat, quantities of energy, intensity of sensations, etc , 
are not of a kind similar to those of the magnitudes to be measured 

The apphcation of these results to money would, to be sure, 
still leave open the question whether money functions as a measure 
of value by way of direct companson and must, therefore, neces- 
sanly itself have the quahty of value, or whether it is simply an 
mdirect instrument of measure for the purpose of companng the 
value of commodities and can accordingly itself be without the 
quahty of value 

Simmel elucidates the latter possibihty as follows — 

He assumes that we are given some quite general relation, 
which he does not further define, between quantity of goods and 
quantity of money a relation such as is exemphfied by the con- 
nection — often obscure and subject to numerous exceptions — 
between growing supphes of money and nsing paces, on the one 
hand, and growing supphes of goods and fallmg paces on the other 
hand ‘‘We form thereupon — ^without for the present defimng 
thmgs any more closely — the conceptions of a total supply of 
goods and a total supply of money, and of a mutual inter- 
dependence between the two Every article is then a definite 
part of that available total quantity of goods Let us call this 

latter a The former is then — a The pace which it commands 

is the corresponding part of that total quantity of money If 

we call this latter b, then the price is— & If, then, the magm- 

w 

tudes a and b were known to us, and if we also knew how large 
a part of the saleable values generally a specific object repre- 
sents, then we ^ould know its money pace, and vice versa 
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Quite independently, therefore, of whether money and that 
particular object of value are in any way quahtatively equated, 
and tndependently, therefore, of whether the former ts itself even a 
value or not, we have the result that a definite sum of money 
can determme or measure the value of the object” (p 104) ^ 

We need not pursue the details upon which this theory is based, 
nor its consequences The fundamental error in the whole con- 
struction, of which Simmel himself was obviously aware, can be 
seen from what has already been said The error consists in the 
fact that the assumed general relation between the total supply 
of money and the total supply of commodities is, in so far as such 
a relation can be admitted at all, not otherwise conceivable than 
as a relation of value realisable in a possible exchange transaction 
It is true that Simmel asserts that his construction by no means 
mvolves the circular argument that the ability of any given sum 
of money to measure the value of a single commodity is based 
on the equation between all money and aU goods, but that this 
m itself already presupposes the possibility of measunng the one 
by the other, because the measunng of relative quantities is 
made possible when their absolute quantities stand to each other in 
some kind of relation which need not constitute measurement or 
equahty What kind of relation, apart from an equation of 
value between the total quantities of goods and money, this may 
be conceived to be, Simmel does not say If we measure time 
by a space relation involving movement, the connection between 
the spatial standard of measure and the time which is to be 
measured is given by the fact that movement in its very nature 
belongs equally to both time and space If we measure conscious 
sensations by external movements, we have here — although the 
logical connection has not yet been explained — an empincally 
determined relation of cause and effect, just as we have in the other 
cases m which the force of the wind was measured by the thick- 
ness of the branch which it could break, or m which temperature 

* Simmel s hypothesis is found wanting when considered for example 
from the following point of view to which S P Altmann (in his contribution 
Zuf deutschenGeldlehre des 19 J ahrhunderts to the FestgabetoT Vrot Schmoller 
1908) drew attention m a manner which is very much to the point — 

The expression — a for the value of individual goods presupposes that 

the value of all goods has been reduced to a common denommator Only 
then can there be a companson between particular goods and the total 
stock of goods The common denommator is however nothmg else than 
the expression of value m terms of money as seen in commodity prices 
The existence of money prices for all goods is therefore a condition ante 
cedent to companson between particular goods and the total stock of goods 
whereas Simmel aims at calculating — or at least considers such a calculation 
to be theoretically possible — the money pnce of particular goods from the 
relation between these goods and the total quantity of goods 
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was measured by the changes m the length of a column of mercury 
But what could be the nature of the connection between the total 
quantities of money and of goods if we do not assume a relation of 
value reahsable m exchange? Locke himself, though he gave to 
money merely the position of a subsidiary pledge of fictitious value, 
nevertheless urged that the value of the total quantity of money 
must always be equal to the value of the total quantity of goods, ^ 
and thus he indirectly admitted the necessary existence in the 
case of money of the quahty of value So long as no other possible 
connection has been proved to exist between the total supply of 
money and the total supply of goods than a relation of value which 
can be reahsed in exchange, we come to the conclusion, even on 
the hnes of Simmel’s argument, that money must possess the 
quahty of value * 

Let us, then, drop the hypotheses on which Knies as well as 
Simmel base their arguments, namely, that goods contain a 
defimte “ quantity of exchange value,” and that we have in money 
an actual instrument for measunng this quantity of exchange 
value If we return to a more reahstic method of studying the 
qualitative nature of the value of money, we shall find a clearer 
light throAvn upon it than can be cast by any more or less artificial 
hypotheses and constructions The "exchange value ” or "value 
in economic intercourse” of an economic object is, as we have 
seen,® merely an abstraction from the fact that economic objects 
are exchanged for one another in some kmd of quantitative 
relation To the process which takes place m the mind of the 
individual m estimating the value of things, we have, as has been 
shown above, as a counterpart, only one objective fact for the 
concept of exchange value, namely, the ratio in which economic 
objects of different kinds are exchanged one for another From 
the exchange transaction, and from the quantitative relation 
between the objects exchanged to which the transaction has given 
concrete shape, we deduce the abstraction that each of the two 
objects is endowed with a defimte objective quantity of value, 
which is designated as its exchange value Such an abstraction 
is not only a thing of everyday language, but it is also scientifically 
qmte adimssible We must, however, ^ways keep clearly before 

' See above p 446 

• Dr August Koppel (Fur uni under Karl Marx Karlsruhe 1905 
p 85) fails to distinguish between quahty of value and intrinsic 
value ( Wertquahtat from Substanzwert ) if he concludes from the 
above remarks taken bodily from the first edition of this work, that I hold 
that money must have mtmsic value Koppel need only have read what 
IS said m the followmg paragraph concerning the intrinsic and functional 
values of money to have seen that any mterpretation of the conception of 
the quahty of value is much wider than what is commonly known as 

intrinsic value 

* Cf above p 322 et tnf 
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our mmds the fact that we are dealmg with an abstraction 
derived from certain actual assumptions 

Each of the two objects exchanged finds the expression of, or, 
if we so prefer to call it, the measure of its exchange value m the 
object given as an eqmvalent for it, and as soon as all other 
economic objects come to be exchanged almost exclusively for 
money, the pnce m money, and, therefore, money as such, becomes 
the common measure of all other economic objects The function 
of money as a measure of value has thus been logically derived 
from the function of money as a general medium of exchange, 
and if exchange value is nothing else than an abstraction from 
acts of exchange, then we must admit that money — ^primarily 
because of its fimction as a medium of exchange, and therefore 
indirectly because of its function as a measure of value, which 
IS conditioned by its function as a medium of exchange — can have 
exchange value just as all other economic objects can, which are 
exchanged for each other or for money 

But even if we leave out of account the conception of “ exchange 
value '' obtamed by abstraction, and revert to the original phenome- 
non of value, our argument still leads us to the conclusion 
that the possession of value cannot be denied to money We 
share the view of Simmel, who, as has already been mentioned 
above,^ argues that every definition or determination of value only 
make known the conditions which give nse to value without, 
however, creating it, and that all proofs that an object possesses 
value estabhsh nothmg more nor less than the necessity of ascnb- 
ing the value assumed for one object to another object If we 
assume that goods have a value, can there exist any more cogent 
necessity for assigmng such value also to money than the fact that 
exchanges between money and goods are continually takmg place ? 
If value, m all the forms in which it appears, is denved from the 
judgment or estimate formed by the individual in regard to the 
importance to him or to humamty m general, of the objects of the 
external world, and if the individual decides to give or to receive 
money for goods m a defimte ratio, then this can only mean that 
money, just like goods, is an object of estimates of value, or, m 
other words, that it possesses, and must possess, the quahty of 
value m order to be able to fulfil its function as a general medium 
of exchange 

This line of argument is open to only one objection, already 
mentioned at the very beginnmg, namelv, that in exchangmg goods 
for money we do not receive a thing as such, but only a claim, a 
representation, or a symbol for other things, and therefore, that m 
a transaction m whi<^ a commodity is exchanged for money, we 
really have an exchange of one commodity for another conmou^ty, 

» Page 318 
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obtainable for the money received, whilst the money itself is only 
an inessential mtermediary or agent m the transaction 

This objection is, however, m no way justified by the position 
occupied by money in our economic scheme of thmgs If money 
were not goods, but only a token or a claim for actual goods, then 
in exchange for it there would perforce be obtainable specific 
goods m specific quantities from specific sources, because it is not 
conceivable that there should exist any kind of claim or substitute 
or s5Tnbol without that which is claimed, substituted, or S3mibohsed 
bemg defimtely determmed It is, in theory, conceivable that an 
economic mechamsm might be brought about in which the 
position occupied by money as a medium of transfer would be 
occupied by clauns to goods The idea discussed above, of an 
‘ exchange bank,”^ is based on this pnnciple But this very 
pnnciple is regarded, and nghtly so, by those who support it as 
something diametncally opposed to the pnnciple which operates 
in our economic intercourse When an individual receives money 
he obtains nothing which gives him the nght of enforcing against 
anyone else a definite claim for another commodity, and in so far 
as the money is taken m exchange for other things, it is, as is any 
commodity which is exchanged for another, subject to a free 
valuation m terms of those things The fact that in our economic 
scheme of things all transferable articles are, m general, actually 
obtainable in exchange for money is, in so far as concerns goods 
produced for a market, a difference in degree but not of kind 
Just as money is taken mamly in order that other goods should be 
procured for it, so also are goods in our economic system produced 
to serve as a means by which the things actually needed by the 
individual producer can be procured If we depnve the claim of 
its content implying a definite claim on specific persons for 
speafic goods, and if we restrict it to nght of acquisition of un- 
specified commodities in unspecified quantities and from un- 
specified persons, then not only money, but also every commodity 
which IS put on the market, becomes a claim From this definition 
of the concept of a claim, however, two things follow either we 
must deny to all goods brought to market the possession of the 
independent quahty of value, or else we must admit that “claims,' 
m the wider sense discussed, can also possess independently the 
quahty of value If, however, we are not to strain the meaning of 
words unduly, and if we are not to obhterate the limits of the 
concepts, we must definitely keep m mind the fact that the 
contents of a claim can only be sudi as are definitely specified, and 
that accordmgly a claim cannot be exchanged or transferred for 
the thmgs specified therem on a fluctuating basis, but where in an 
act of exchange the valuation fluctuates, it is a basic condition 

» Seep 339 
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that the objects exchanged should possess the charactenstic of an 
independent and mutually exclusive value Money as such is thus 
not a cleum upon any particular objects of value, but is itself 
an object of value 

This conclusion, however, does not, of course, in any way pre- 
judice the investigation of the special conditions and assumptions 
upon which the vdue of money and that of other economic objects 
rest 

^ 2 Intrinsic and Functional Values of Money 

The fact bemg estabhshed that money by its nature possesses 
the quality of value, leads us to consider the nature of this value 

The question to be answered here, whether only a "substance 
which itself has intnnsic value" can be money, or whether money 
as such can be conceived of as existing without its being based 
upon a substance of value, has been frequently enough discussed as 
if it were inseparable from the problems just dealt with, viz the 
indispensabihty of the quality of value to money As a result of 
discussmg these two questions together, which ought really to be 
kept apart, wnters have sacrificed a good deal m clearness 

The view that the quahty of value is an integral property of 
money by no means stands or falls with the more far-reaching 
view that money can denve its quahty of value only from a 
"substance which itself is of mtrmsic value," or, as has been said, 
that the value of money must be an tntnnstc value Equally, 
the observation that money may exist without any intnnsically 
valuable content need not necessarily lead to the conclusion that 
money can do without the quahty of value In fact, it is possible 
that qmte a different basis than that of the value of its substance 
can be provided for the value of money 

As against the view, which was so largely held in former times, 
that money must have "mtnnsic value,” we have the modem 
phenomena of "free currencies,” * e paper currencies as well as 
those with suspended coinage of the original standard metal, and 
these phenomena have led people more and more to recogmse 
the fact that the value of money can, under certain conditions, be 
independent of the value of any monetary substance Both in the 
histoncal part of this book, as well as in the section which dealt 
with monetary systems, we came across systems m which the value 
of money is not determmed by its substance, and is not even 
denved on the basis of credit or of convertibility from some m- 
tnnsically valuable substance, but m which it is based wholly and 
solely on the fact that the corns and notes declared to be money 
have been given by law the pnvilege of fulfilhng the monetary fimc- 
tions which are indispensable to the economic Ufe of the cotmtry 
Even though, in the case of a paper currency, the substance of 
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which the money is composed is valueless, and furthermore, even 
though the paper notes carry no right of daim to a substance of 
mtnnsic value, yet the paper money, so long as it is accepted m 
exchange for all sorts of other economic goods, has none the less a 
value which is vanable in relation to all other values, and which 
IS accordingly independent of all other values This value, as the 
paper notes cannot be put to any other economic use, must be 
based solely on its function as money If, further, m a silver 
standard currency with suspended coinage, the value of the 
money umt is substantially higher than that of the quantity of 
silver of which it is composed, then the higher value of the coined 
money can only be due to the fact that this money fulfils functions 
which in the existing monetciry system cannot be fulfilled by the 
metal in uncoined form 

For these reasons the functtoml value of money has been 
recognised as being distinct from the tntnnsic value 

If the phenomena which have been mentioned as existing m 
the sphere of modern monetary systems actually prove that money 
can possess a value independent of any intnnsic value, then a 
theoretical study of the relation between "intnnsic” and 
"functional" values will show that both types of value, although 
regarded as essentially different m kind, yet have their roots in the 
same general conditions upon which every economic value is based, 
and, in fact, so much so that the apparent opposition between 
functional value and intnnsic value completely vanishes 

We have already, when discussmg the functions of money as a 
measure of value, used as a starting-point the fact that value is not 
a property inherent in things themselves, such as are dimension, 
hardness, colour, etc , but that it is rather something based 
simply on the relation of man to the external world The value of 
things IS thus shown neither to be contained m the substance of 
things, nor to be the result of the mere existence of things In fact, 
we have seen that the conditions which govern the economic value 
of thmgs are the phenomena that, on the one hand, these things are 
objects of human needs, and that, on the other hand, the satis- 
faction of those needs meets with obstacles which can be overcome 
only by labour and sacrifice Obj ects of need are by no means only 
those thmgs which serve directly for the satisfaction of human 
needs, but they mclude also all those things which can be employed 
indirectly for the purpose of producmg or procunng consumable 
goods Foodstuffs and clothmg, articles of ornament and dweU- 
ing -piar.es are, m this matter, on an equal footing with tools and 
machmes, wi^ raw matenals and auxihanes serving for the 
manufacture of directly consumable goods, and also with means 
of transport, which do not only enter mto the process of production 
but transfer the fimshed products to the places of consumption 
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But money too, which performs the important duty of actmg as 
an agent for the transfer of goods, of utihties, and of services from 
person to person, belongs to this category By bunging together, m 
the process of production, the matenal means of production and the 
forces of labour, and by transferring the fimshed goods from the 
hands of the producers to those of the users, it serves for the satis- 
faction of wants exactly in the same way as do all those other kinds 
of goods which are in the nature of intermedianes or agents The 
only difference is that consumption goods, and the actual agents of 
production and of transport, are in every economic system objects 
of a need, whereas money simply serves for the purpose of meeting 
a need which exists only in our particular economic system, based 
as it IS on the free self-determination of individuals, on the pnvate 
ownership of property, and on division of labour So long, how- 
ever, as this economic order of things continues, money must, 
hke all other econonuc goods, comply with the one condition 
of economic value, which requires that it should be an object 
of human needs At the same time aU other goods share with 
money the property that they possess value not by the fact of 
their mere existence, nor by virtue of their mere substance, but 
only because, by performing certain economic “functions,” they 
serve directly or indirectly for the satisfaction of human needs 
In fact, the precious metals themselves, as soon as they are 
employed as money, derive their value just as much from their 
function as money as from their usefulness as raw matenal for 
jewellery and plate Stnctly speaking, therefore, every economic 
value IS a “functional value,” and there does not exist any such 
thing as "intrmsic value ” ^ 

The second condition of economic value, namely, that labour and 
sacrifice must be involved in the attainment of the object concerned, 
IS clearly fulfilled in the case of money if the money substance can 
be produced only at a considerable cost, or if the money substance 
is, on the one hand, naturally rare, whilst, on the other hand, it is 
subject to any considerable demand for purposes other than money 
This IS the case with money made of the precious metals 

If, however, money is manufactured from a substance which, 
hke paper, can be produced almost without cost when compared 
with the value of the money produced therefrom — ^is, then, the 
second condition of economic value also suf&ciently met? We 
must bear m mind that the difficulty of attainment need not 
he m the resistance and parsimony of Nature, which places at the 
disposal of man the means of satisfymg his needs at the cost only 
of labour and sacrifice, and to an extent only which cannot suffice 
for the complete satisfaction of all his wants Difficulty of 
attamment may also be due to the law of the land or to the 
^ Cf also Simmel, p 151 
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usages of society This is the case, for instance, where a person or 
a corporation has the monopoly of producmg or of owmng things 
which are objects of necessity to others TTiese others will then 
be obhged, in order to obtain these things, to offer something m 
exchange The natural difficulty of attainment is, therefore, 
replaced or supplemented by a soaal difficulty rooted in the 
organisation of society, a social difficulty which is capable of 
bestowing a value upon the objects concerned or of increasing their 
value In the case of money Ais is particularly clear According 
to our law, the State has the exclusive nght of producmg or of 
delegating the nght to produce those coins and notes which have 
the property of money The individual can obtain money from 
the State only by giving or by performing some service The State 
IS thus undoubtedly in the position, even when its natural diffi- 
culties m the way of obtaimng money (the “costs of production”) 
are negligible, to create, by exploiting its monopoly, an artificial 
scarcity of the money which it produces, and thus to secure for it 
the second condition of economic value 

The apparent contradiction in principle between money with 
intnnsic value and money with merely functional value is, by reason 
of the above explanations, removed in the foUowmg way — 

The value of both the above types of money depends on the 
two cardinal conditions of all economic value, viz the abihty to 
satisfy human need and the difficulty of attainment There 
remains only the difference in degree m that money which has 
merely “functional value” can, by its constitution, perform only 
the duties of money, whilst money with so-called “intnnsic value” 
can, by reason of the substance of which it is made, serve also for 
the satisfaction of other requirements 

It IS true that one may argue against the above that it is a 
peltUo prtnctptt, that an object which cannot be used for any 
other purpose should nevertheless be able to perform the function 
of money This objection is in one respect not unjustified, 
because there is this difference between money and all other 
economic goods In the case of the latter the abihty to satisfy 
wants IS simply one of the two conditions of value, but it is not a 
fact that they acquire, as a result of the difficulty mvolved in their 
attainment, actual value, which would show itself m their bemg 
given and taken in exchange for other valuables Water quenches 
thirst qmte irrespective of whether, by reason of its scarcity and 
difficulty of attainment, it represents value or not Only m the 
case of money is the position different Money can clearly fulfil its 
function as a medium of transfers of value solely on the condition 
that it is valuable A money without value, for which therefore 
no one would give anything, can neither serve as a medium of 
exchange and measure of value, nor as a medium of capital 
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transfers, contracts of payment would not be made m such a 
medium, and it could not be considered as a earner of value 
through tune and space If, then, money can be of use only m so 
far as it possesses the quahty of value, then it does not seem feasible 
that it should denve its quahty of value solely from its utihty as 
money In fact, it would appear that only such things can function 
as money as already have a value by reason of other utihties 
As was shown in the histoncal part of this book, the goods 
which first actually served as media of exchange and pa5unent and 
as a measure of value were such as also possessed vailue as useful 
commodities It was only after such goods were used as money, 
and had so altered the economic scheme of thmgs as to render 
money indispensable, that the value of the things employed as 
money was based upon their money function In order, however, 
that money should be entirely based on such a function, the 
regulation of the monetary system by the State and the evolution 
of an obligation to pay became necessary As has just been ex- 
plained, it must be taken for granted that no one would accept 
a thing without value in exchange for a valuable commodity 
Moreover, the legislature of a country could not compulsonly 
impose upon the pubhc as a medium of exchange a commodity 
which would be rejected as such by the public, and this is equi- 
valent to saying that a thing which is not already of value for other 
reasons cannot acquire value either from its voluntary or from its 
compulsory emplo3mient as a medium of exchange On the other 
hand, the position is different in the case of the function of 
money as a medium of payment It is true that no one would 
be inclined to stipulate for a future pa3Tnent in a valueless thing 
Once, however, the practice has become widespread that contracts 
of payment should be concluded in money, and once the legislature 
of the State is in a position to determine the things m which the 
creditor must accept payment, then the State can bestow the 
power of legal tender even on things which in themselves are of 
no other use, and thereby give them a utihty capable m conjunc- 
tion with the State’s monopoly of producing money, of forming 
an independent basis of value No one who has to make pay- 
ments need question whether the thing in which he has legally to 
make the pa5ment can be used for any other purpose The 
function of acting as medium for the fulfilment of an already exist- 
ing obhgation to pay thus becomes a utihty which is independent 
of all other utihties, and so long as the article used simply as a 
medium of payment can only be obtained by those who are under 
a liability to pay, by overcoming difficulties, a condition which 
apphes in the case of restneted issue, this is in itself sufficient to 
give the article a value As a result of such value, evolved simply 
from the power of legal tender and from the difficulty of attain- 
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ment, the thing itself can then serve also as a medium of exchange 
and can be used for the performance of all the other functions of 
money Chronologically, of course, money must have come mto 
existence before contracts of pa3anents in terms of money, and 
accordingly before a money was evolved which was useful only as 
money The evolution of money had, therefore, to begm m the 
maimer already explamed, by the employment of economic goods 
as media of exchange and of pa 5 unent, etc As soon, however, as 
at a later stage of evolution we find obhgations to pay expressed m 
terms of money, as soon as the State reserves to itself the task of 
makmg regulations regardmg the settlement of money debts and 
the production of money, we have the logical and practical possi- 
bihty of creating money whose utihty and value depend simply on 
its function as money ^ 

This possibihty naturally exists in a higher degree in propor- 
tion as, by the development of credit institutions, obhgations to 
pay increase m number, and the fimction of money as a medium 
of settlmg such obhgations gams in importance as compared with 
the function, which is outside the sphere of influence of legisla- 
tion, as a medium of voluntary transfer (especially as a medium 
of exchange), and m proportion as the organisation of the State 
grows more mtncate and influences to an ever-mcreasing extent 
the economic relations between mdividuals But the possibihty 
indicated is nevertheless not absolute, whatever may be the stage 
of development of the State and of the country’s economic life 
The commercial world can, in fact, when the money supphed to it 
by the State does not correspond to its requirements, depnve the 
possibility of the requisite conditions If the State cannot, by a 
wise management of its monopoly of money production, secure 
that the trading community should have confidence in the money 
which it produces from valueless or mfenor substances, a con- 
fidence which IS enjoyed by money of mtnnsic value by reason of 
the value of its substance for other purposes, then, as many 
historical examples show, the commercial world can, in the case of 
new debts, agree upon modes of pajnnent which withdraw the debts 
from the influence of the State, and it can thus create for itself 
a new money Examples of this are the return of the commercial 
world to the use of bars of precious metal m place of corns in 
times of considerable abuse by the State of its sovereign powers m 
currency matters, and the use of foreign metalhc money m States 
whose paper currency becomes strongly depreciated If no fresh 

* This line of argument comcides with that of Knapp who (on p 45) 
says as follows ' Previously the unit of value had to be defined m terms of 
real thmgs debts then m turn evolved in terms of these umts of value now 
we know debts m terms of the old units of value and from these debts we 
define the unit of value— no longer m terms of real thmgs but histoncally 



THE VALUE OF MONEY 


509 


contracts are entered mto in the money of the State, then gradu- 
ally the sole basis on which money without "mtnnsic value” is 
conceivable must vanish ^ 

A good and recent example of this phenomenon is provided by 
the most recent developments m the German monetary system 
Notwithstanding all coimter-measures taken by the State, the 
pubhc IS gradually turmng away from the German paper mark, 
which to ^ appearances is condemned to unhmited depreciation 
Contracts in foreign currencies are obviously gaining ascendency 
even in the home trade • The State is findmg it necessary to 
make concessions m the matter of foreign moneys Although the 
Order deahng with foreign exchanges, dated the 12th October 1922, 
provided that, m transactions between parties both of whom were 
domiciled or resided m the country, it was prohibited to demand, 
offer, agree to give or to accept payment in foreign currencies 
except in the case of payments for dehvenes of goods intended for 
export, yet the second Order of the 27th October 1922 found it 
necessary to make many exceptions m the pnnciple laid down by 
the first Order Apart from this, we have witnessed attempts to 
introduce some remarkable innovations Special mention need 
only be made of leases requinng payment not in the Impenal mark, 
but m specific quantities of rye Moreover, we have instances of 
mortgages on land secured by ‘rye bonds,’ and the issue of “rye 
mortgage bonds” or “rye drafts” secured by such “rye bonds ” 
The State Bank of Oldenburg was the first to give this new 
idea practical shape m the following form — 

It issues “rye bills,” which have a currency of four years 
(ist Apnl 1923 to 1st April 1927) The pnce of issue is to corre- 
spond to the value at the time of issue of 125 kg of rye The 
repayment of capital and of accrued interest is to be effected on 
the basis of the future value of 150 kg of rye This gives a rate 
of interest in rye value of 20 per cent for four years, or of 5 per 
cent for one year The amounts which the bank obtains from 
the sale of such rye bills are used exclusively for grantmg pro- 
ductive credits to landlords and to communities, and the aggregate 
amount of the rye bills issued must be covered by letters of hen 
issued on a similar basis, which must, therefore, also be repaid, 
both as to capital and interest, m rye values 

A similar innovation has occurred with industnal bonds At 
the begmmng of the year 1923 the company suppl5ang the pro- 
vince of Baden with electncity * issued for pubhc subscnption a 

' This condition to which the power of the State over the monetary 
system is subject, is overlooked by Knapp 

‘ [What IS said m the text as to conditions m Germany previous to 
stabihsation is now (August 1926) true of France and Belgium ] 

* Badische Landes Elektnzitatsversorgung, A G (Badenwerk) 
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"coal value loan" at 5 per cent The issue, which met with 
great success, consisted of bearer bonds to the money value of 
10 000, 5000, 2000, 1000, and 500 kg of coal (Westphalian nuts, 
grade 4, sifted and washed, as at pit mouth, mcluding tax) The 
capital and interest to be paid when the bonds are redeemed 
is, in point of fact, paid in German money, but the amount is 
calculated on the basis of the average pnce of the coal during 
the half-year preceding the payment Should the Government 
officially create a "definitive new German currency,’ every 
bondholder has the option of having his bond exchanged by the 
company for one in terms of the new currency on the basis of the 
pnce of coal on the day of the coming into force of the currency 
in question 

The Free State of Saxony issued in January 1923 a "coal and 
electncityloan on a similar basis In March 1923 the city of Breslau 
announced the issue of a "coal value loan” at 6 per cent Other 
local authonties and corporations followed these examples 

Such recent developments do not altogether exclude the 
State’s money, because the issue, as well as the payment of interest 
and capital, of these rye and coal value loans does not take place 
actually in rye or coal but in legal tender German money These 
bonds, therefore, are still money bonds, but they are no longer 
expressed in terms of specific sums of German money, and the 
value which they represent is determined by specified quantities 
of rye or of coal, as the case may be, at a price expressed in German 
money 

The numerous proposals and attempts to make contracts of 
payment of the most vaned kinds, particularly as to wages and 
salaries, no longer in definite, but in variable, sums of money, 
the amounts of which depend on index numbers, also come to 
the same thing, and are, in fact, intended to separate the value 
of money debts from the money in which payment is to take place 
This stnkes at the root of the nominalist value theory of money 
as developed m a modern State Money becomes deprived of its 
essential charactenstic and degenerates into a mere form, a form 
without definite content which cannot remain permanently m 
being and must crumble into nothing 

In the autumn of 1922 a new idea was started It was that 
the State Treasury shoffid issue exchequer bills m gold marks or 
m foreign currencies This idea assumed actual shape m March 
1923 m the dollar exchequer bills which were issued by the Reich 
for the specific purpose of supportmg the Reichsbank’s pohcy of 
bolstenng up the mark This is a simple recognition by the State 
that German State money, as such, has ceased to be a suitable 
medium of capital transactions and of storage of value Should 
this idea be extended m practice it would amount to the Reich 
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itself sacnfiang the monopoly position of the German paper mark, 
which was defended even in the most recent Order regarding 
foreign exchanges, and would introduce side by side with the mark 
a second currency meeting the elementary economic needs of the 
country for a currency with value and with the greatest possible 
stability 

The most recent developments m the monetary system and 
in the theory of money shed a new hght on the problem of value 
and on the question dready put by Aristotle, whether money is 
“vofioo’ or “^ua-ei,” that is, whether it rests on an order of things 
created bv law or by Nature 

^ 3 Changes in the Quantitative Purchasing Power 

of Money 

We have seen in the previous paragraph that the value of money 
IS subject to the same conditions as apply to all economic values — 
abihty to satisfy wants and attainment only by sacnfice Having 
dealt with the quahtative problem, we now come to the quantitative 
problem In common parlance, we now have to discuss the 
question of how the "purchasing power of money’’ is determined^ 

In the treatment of this new problem we must also bear in 
mind that the theory according to which vanous goods are 
endowed with a vanable but measurable quantity of exchange 
value IS simply an abstraction from the fact that vanous 
economic goods are exchanged for each other m quantitative 
ratios which are subject to continual changes Now, no exchange 
whatever of two economic objects can take place without the 
quantitative ratios m which the two objects are exchanged 
one for the other being determined by factors operating on 
both sides If an ox is given for eight sheep, then this ratio 
of exchange can only be the result of considerations and facts 
which relate both to the ox and to the sheep The degree of 
utihty and the intensity of the demand based upon it, the greater 
or lesser difficulty of attainment and accordingly the intensity 
of supply, all these facts which exist in varymg degree in both 
the objects to be exchanged form the basis of the ratio in which 
the exchange takes place It is possible, however, that the vana- 
tions which take place m the ratio of exchange between any 
exchangeable objects may be caused by one only of the two 
objects, namely, by the factors which determine the ratio of 
exchange on the side of that one object changing, while those 
operatmg on the side of the other object remain unchanged 
ITiis apphes to the fact that the value of money is based on 
the same conditions as is the value of all other economic objects, 
and it apphes to the ratio of exchange between money and 
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other objects as well as it does to the ratios of exchange of other 
economic objects amongst themselves 

The problem of the purchasing power of money and of the changes 
therem comprises therefore two essentially different questions 

(1) The question relating to the ratio of exchange actually 
existmg between money and the other econoimc objects As 
exchanges of money for other objects are designated by the word 
‘‘purchase,’’ and the eqmvalent m terms of money in such an 
exchange is called “price,” this aspect of the problem is identical 
with the amount of and (Ganges m the “general purchasing power 
of money ” and in the “general level of prices ” The question 
is merely one of a stattsttcal nature, and its task is to determine 
the pnces (m the widest sense of the word) actually rulmg and the 
changes therein 

(2) The question relating to the factors which determine 
changes in the ratio of exchange between money and other 
economic objects This question is of an analytical character It 
goes beyond that of determinmg the actual ratio, and its solution 
necessitates the determmation of the causes of certain facts and 
phenomena of economic intercourse 

The first question has been descnbed as the problem of the 
“outer exchange value,” and the second as the problem of the 
“ inner exchange value ” of money ^ The latter descnption of the 
factors operative on the monetary side, which determine the ratio 
of exchange between money and other goods, is, as we must ever 
keep in mind, only possible upon the hypothesis that each of two 
economic objects which are exchanged for one another in some 
kind of quantitative ratio contams a definite quantity of exchange 
value Ihe factors which, on the side of money, determine the 
ratio of exchange are regarded as to some extent concretised forms 
by this quantity of exchange value, which is, however, hardly con- 
ceivable as an absolute at aU 

For the sake of simphcity there is something to be said in 
favour of mcludmg all the factors which operate on the side of 
money and which thus determine the ratio between money and 
other goods m the comprehensive term “mner exchange value of 
money,” or, more simply still, m the designation “value of money ” 
In the earher editions of this book the author expressed himself 
in favour of the differentiation recommended by Menger of an 
“outer” and an “inner exchange value” of money, and the 
descnption “outer exchange value of money” was used for the 
purchasing power of money in the sense defined above, whilst the 
descnption “mner exchange value of money,” or simply “value of 
money,” was employed m relation to the effects of the factors on 

1 Thus by Menger In his article ‘ Geld ” m the Handwdrterbuch der 
StaatsmssenschafUn 3rd ed , vol iv pp 588-593 
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the side of money which determme the “outer exchange value” of 
money and the changes therem 

The disturbances in the ratios of exchange between money and 
other goods which the War, the Revolution, and the Peace Treaties 
have brought m their train have caused the author to examine 
anew the question of whether this termmology can be retamed 
The decision appears to depend upon whether the factors which 
are pnmanly responsible for changes in the ratios of exchange 
can be divided with sufficient precision mto those which operate 
on the side of money and those which operate on the side of 
other economic objects 

This division is not altogether possible 
The last few years have furnished mstances m which the 
determining factors on the side of money and those on the side 
of other economic objects, not only of goods but also of services 
of all kinds, are inseparably mterwoven with each other and 
dependent upon each other We shall give a few important 
examples of this 

The pressing need for the necessanes of life and for war 
materials called forth by the War caused abundant offers of money 
from the belhgerent States These States were able to make these 
offers by meeting the home demand for money with a large circula- 
tion of paper money and by using their existing gold circulation to 
a large extent for purchases of goods m neutral countries and in 
the United States of Amenca Are we, then, to regard the general 
nse in pnces and in wages, which from the beginning of the War 
occurred throughout the world, as having been caused by the 
increase in the demand for goods or by more abundant offers of 
moneys In other words, was the cause to be found m factors 
on the side of the goods or m those on the side of money? We 
caimot tell, because both processes — the increased demand and 
the mcreased offers — are simply two forms of the same basic fact 
The actual state of affairs becomes particularly clear if we 
study a httle more closely the course of events in neutral countnes 
Here the pohtico-financial measures taken by the States did not, 
as they <hd m the belligerent States, play any important part 
The belhgerents, governments as well as private mdividuals, 
entered the neutral markets with an urgent demand for necessanes 
of hfe, raw matenals, mumtions of war, etc , and offered, m so 
far as they could not buy on credit, payment m cash, wffich in 
the last resource mamly took place by transfers of actual gold 
Was the nse m pnces which was brought about by these circum- 
stances to be considered as havmg been caused by the demand for 
goods or by the supply of new money? The offer of gold — ^the 
“gold inflation ” — agamst which, for instance, the Scandinavian 
States tned to defend themselves by speaal protective measures 



514 


MONEY 


durected against gold,^ was only one of the most important forms m 
which the demand for goods made itself felt Without the very 
urgent and extensive need of the belhgerent States for the products 
of neutral countnes the inflow of gold would not have occurred, 
and, at the same time, if the belhgerent States had not been able 
to give up gold, a large part of the demand for the products of the 
neutrals could not, however great might have been the need, have 
become effective, and could not, therefore, have influenced the 
level of pnces 

Let us take another case Durmg the penod immediately 
after the Revolution in Germany it was found that the then un- 
limited power of the working-classes enabled these, whilst pro- 
ducing considerably less, not only to keep wages at their high war 
level but even to increase them further This fact must of itself 
necessanly have conduced to a nse in the pnces of commodities 
and accordingly to a reduction in the purchasing power of money 
The tendency set in motion by this was reinforced at times by the 
depreciation of the German currency, but it continued also at 
times in which the German currency remained relatively stable 
or even rose in value The nse in wages and pnces contnbuted 
without doubt to inflation through the issue of paper money, if 
only by increasing all the expenchture of the Reich on goods and 
services If the Reich had not been able to issue paper money, 
the forcing upward of wages and thereby also of pnces would 
assuredly have found a senous obstacle m the impossibhty of 
procunng the means of payment of wages and of pnces Thus also 
m this case factors operative on the side of money and on the side 
of wages and pnces are so interwoven that it is impossible to 
ascnbe the decisive influence either to the money or to the goods 
side of the equation The one thing which is certain is the simple 
fact of the alteration in the exchange ratio between German money 
and all other exchangeable objects But it is not possible to say 
m what measure this alteration was brought about by factors 
operating on the side of money and m what measure by those 
operatmg on the side of the other goods, or, in order to express it 
in Menger’s terminology, what share of the change m the “outer 
exchange value of money ” falls to the change in its "inner exchange 
value," and what share falls to changes m the value of the other 
economic objects 

In view, therefore, of the lessons taught by the events of the last 
eight years, it does not appear to be desirable to retain the abstrac- 
tion that the factors on the side of money which deteimne the 
changes m the exchange ratio express themselves m the 
“mner exchange value” conceived as an absolute quantity of 
value If we are to remam on safe ground we must be content 
‘ See above p 217 
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to recognise that the only real fact is the alteration in the 
ratio of exchange between money and other goods, and that it 
IS vain to attempt to deduce from the existing ratio of exchange 
absolute and measurable quantities of value on the one side or 
the other, and to deduce from variations in such exchange ratios 
variations in these absolute quantities of value 

As regards terminology, we then obtain the result that the 
conception of value in its apphcation to the exchange ratio and 
to changes therein must be retained in its stnct r^tive sense, 
that the value of money appears only in its purchasing power (the 
phrase “purchasing power" bemg taken in its widest sense as 
covenng also utihties and services of all kinds), and that changes 
in the value of money merely reflect changes in pnces, wages, etc 

One IS even tempted to draw from this the further con- 
clusion that it is superfluous and perhaps even misleading to 
employ the phrase “value of money" at all in a quantitative 
sense, to speak of changes in the value of money, and that it 
would in fact be sufficient to use only the phrase “purchasmg 
power of money " 

This terminology could be adopted if our language — and the 
languages of all other civihsed countnes — ^were to be formed anew, 
but as things are, the word “value’ has established itself so firmly 
m everyday language in connection with matters such as those 
which we are considering, that our conceptions would not gam in 
clearness were we absolutely to eradicate the word from our 
scientific terminology The whole world speaks nowadays of the 
“depreciation in the value” of German money Should science 
declare that there is no such thing as a “depreciated value” of 
money, that there can be only a nse in pnces and wages, etc , 
expressed in terms of money, or only a change m the pur chas ing 
power of moneys I see but httle reason for thus attacking the 
common usage, especially as those who are in the forefront of the 
attack on the use of the word “value” in connection with the 
exchange relations between money and other economic goods raise 
no objection to our speaking of a “value” ansing from exchange 
relations in regard to objects which do not represent money But 
we must always bear m mind that the phrases “depreciation of 
money” or “nse m the value of money,” when used in this sense, 
give us no information as to the causes underlying the changes m 
the exchange relations imphed m those phrases The analytical 
problem enunciated under (2) above remains The question, weU 
worth examimng, still remains to be answered as to the causes 
which can bnng about, and have in important cases actually 
brought about, dterations in the exchange ratios between money 
and other goods It might then be found that these causes may be 
partly on the side of money, partly on that of the other economic 
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goods, and partly also in complicated and many-sided processes, 
and that it is not possible to allocate them defimtely to money, on 
the one hand, or to the other goods on the other 

% 4 Statistical Aspects of the Value of Money 

The statistical problem of the value of money comprises the 
study of the actual movements in the monetary eqmvalents of all 
goods, utilities, and services which can be exchanged and obtained 
for money 

The problem to be solved cannot, however, be confined to the 
ascertainment of pnces and quotations of building or ground 
rents, of wages and salanes, and to the evaluation of local differ- 
ences and penodic changes in those pnces, etc In point of fact, 
it must build up from a confused medley of innumerable individual 
cases a comprehensive picture of the purchasing power of money, of 
its local differences, and of its penodic vanations 

But even the prehminary statistical work cannot be completely 
performed It is quite impossible to collect and tabulate statistics 
of all pnces paid in any given economic area for movable and 
immovable goods, of all retail and wholesale pnces, of aU property 
and ground rents, wages, state and pnvate salanes, fees for 
professional services, etc It is usually only possible to consider 
characteristic groupings of the phenomena which illustrate the 
purchasmg power of money 

The ascertamment of the wholesale pnces of the pnncipal 
staple commodities is relatively simple OfiScial quotations of 
pnces are continually being issued for specific groups of these 
But even if we confine ourselves m the first place to wholesale 
pnces, it IS not possible to obtain a umform and comprehensive 
picture of the vanations in pnces of the selected commodities 
simply by takmg the average of those pnces for the different points 
of time to be compared If, when the German gold standard 
currency was operative, a ton of wheat cost i6o marks, a ton of 
coal 20 marks, a ton of silver 120,000 marks, it is clear that one 
could not take as the average pnce of the three articles the figure of 
40,060, a pnce which, in the event of the cost of wheat nsing to 
200 marks, the pnce of coal droppmg to 10 marks, and of silver 
to 90,000 marks, would fall to 30,070 

In order to obtain some kmd of useful common measure of the 
movement of wholesale pnces, the method of so-called index 
numbers has been used I^s method proceeds as follows Certam 
articles are selected for the purpose of determinmg "general pnce 
levels" The pnce of these articles at a defimte pomt of time 
and at a defimte place is called 100, and the relative numbers 
for pnces at subsequent pomts of time are calculated on this 
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basis The average is then taken, not from the actual pnces, but 
from the relative figures for each point of time The relative 
figures thus obtained for the various points of time have been 
called the "mdex numbers ” 

In the example quoted above the mdex numbers for the three 
articles would work out as follows — 



Wheat 

Coal 

Silver 1 




Relative 

Ton 

Mark 

Relative 

Ton 

Mark 

Relative 

Index 

Number 

I St point of 
lime 

i6o 

100 

20 

100 

120 000 

100 

100 

2nd point of 
tune 

200 

125 

10 

50 

90 000 

75 

83 35 


This method was elaborated on broad lines in the year 1865 by 
Jevons He worked out the average pnces for the six years 
1845-1850 for a number of important wholesale articles, and on 
this basis he calculated the relative figures and their average for 
the following years The statistician Newmarch and the editors 
of the London Economtst continued and improved this system in 
the years that followed The index numbers of the Economist, 
which are issued regularly to this day, are based on the pnces of 
twenty-two articles, and on the averages adopted by Jevons for 
the years 1845-1850 The index numbers of the Enghsh statis- 
tician Sauerbeck published in the Statist, are constructed on a 
similar system, except that forty-five wholesale pnces are taken 
and the average of the years 1867-1877 is set down as 100 In 
Germany Adolf Soetbeer was the first to introduce comprehensive 
calculations of wholesale index numbers At his instigation the 
Department of Trade Statistics m Hamburg worked out at the 
beginning of the eighties of the last century ‘ a table of percentages 
of change in the average pnces of 100 articles of commerce dunng 
the penod from 1851 to 1888 m five-yearly and ten-yearly penods, 
companng them with the average pnces in the years 1847-1850 ' 
This work was subsequently contmued, but unfortunately only 
up to the year 1890 ^ 

The results yielded by index numbers depend in these calcula- 
tions largely upon the choice of the commodities Thus, for 
example, the twenty-two articles chosen by the Economist include 
cotton in four of its vanous stages of manufacture, and also raw 

' The calculations were published up to 1885 m Soetbeer s Matenalen 
zuf ErlSuterung und Beurtetlung der wirtschafthchen Edelmetallverhdltmsse 
und der Wahrungsfrage 2nd ed Berlin 1886 and up to 1890 in the 
Jahrbttcher fur NattonalOkonomie und Statistik, 3rd issue vol lu 
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silk, flax, hemp, and wool once each Thus the matenals which 
are important to the textile industry appear eight times At the 
same time foodstuffs appear only five times The index numbers 
must therefore m this case necessanly give a different result to 
that given, for example, by Sauerbeck’s numbers, in which, out 
of forty-five articles, textiles appear only eight times and food- 
stuffs nineteen times 

This leads us to the question whether a simple addition of the 
index numbers of the vanous commodity pnces can give at all 
useful results when the different degrees of importance of the 
several commodities are considered The point was raised and 
tested in connection with the earhest calculations of index 
numbers The Economtst used to append to its index-number 
tables a note to the effect that the index number does not 
correctly express changes m pnces, as it leaves out of account 
the factor of the relative importance of the vanous commodities 
Wheat ranks equally with indigo, and dunng the years when 
prices of cotton and cotton manufactures soared this circum- 
stance unduly increased the general index number The note 
added, however, that subject to certam reservations the general 
index number nevertheless yields important conclusions 

Other economists and statisticians have held the view that it 
IS necessary and possible to work out index numbers on a more 
comphcated basis with due regard to the relative importance of the 
several kinds of commodities This is done m the following way 
The relative numbers calculated for the individual types of 
commodities are multiplied by coefficients which correspond to 
the economic importance of these commodities, and the numbers 
so obtained are averaged for each point of time (‘ weighting’ ) 
Interesting attempts of this kind were first made by Inglis 
Palgrave ^ He took the statistics of the Economtst as his start- 
ing-point, calculated for each of the twenty-two articles the value 
of their consumption in the Umted Kingdom, and deduced from 
this the coefficient of importance of each group of commodities 
His example was followed by the Amencan statistician, Roland 
P Falkner, in his index numbers built up on the basis of 223 
Amencan wholesale pnces * 

The mdex numbers which take into account the relative 
importance of the several commodities are called — ^m contrast to 
“simple" index numbers — “weighted” index numbers 

Both systems have continued m use since then The system of 
weighted mdex numbers is theoretically preferable, but m practice 

* Published m Appendix B to the third report of the Royal Com 
mission on the Depression of Trade and Industry London 1886 

• Pubhshed under the title. Wholesale Prtces, Wages and Transportatton 
Washmgton, 1893 
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it IS found that the difference between the final results which 
follow from the employment of each of these systems is so remark- 
ably small ^ that it is scarcely worth while to go to the considerable 
additional trouble mvolved m working out the weighted numbers, 
especially as these can only represent approximate values, owing 
to the impossibihty of including all kinds of goods and of exactly 
evaluatmg their economic importance 

The War and the disturbances in the various monetary systems 
which followed in its tram have given peuticular importance to 
questions of changes in pnce levels Previously, movements of 
index numbers were of interest only to a narrow circle of scientific 
economists and persons interested m trade and industry They 
were regarded as a kind of trade-barometer Nowadays, however, 
they directly mfluence the daily life and earnings of the masses 
Accordingly, greater care has been bestowed m all countnes on 
their preparation, and the results have received greater attention 
Not only the official statistical departments of the vanous States, 
but also local authonties and private concerns — especially tech- 
nical and trade periodicals — ^have concerned themselves with the 
preparation of continuous statistics of pnces and with the calcula- 
tion of index numbers 

Among the German wholesale index numbers we must mention, 
in addition to those of the Impenal Statistical Office (Statistisches 
Reichsamt), those of the Frankfurter Zeitung and those of the 
Industrie und Handelszeitung 

The wholesale index numbers of the Imperial Statistical Office 
are based on the paces of thirty-eight commodities, oivided into 
seven groups, namely 

Group I Rye wheat, barley, oats potatoes 

Group 2 Butter, fats, sugar, beef, pig-meat haddock, codfish 

Group 3 Hops, cocoa, coffee tea, pepper 

Group 4 Ox-hides, cow-hides, calf-skins, sole-leather, box- 
calf 

Group 5 Cotton, cotton yam, cretonnes, hnen yarn, raw 
)ute, ]ute yarn 

Group 6 Lead, copper, zinc, tin, aluminium, pure nickel, 
petroleum 

Group 7 Pig-iron, coal, brown coal 

These subgroups are collected together into the following 
mam groups — 

Foodstuffs (Groups i, 2, 3) 

Domestic articles (Groups i, 2, 7) 

Imported commodities (Groups 3, 4, 5, 6) 

> See Trvmg Fisher, The Purchasing Power of Money 
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These pnces are compared with those ruling in the year 1913 by 
the average prices of that year being taken as equal to 100, and by 
the present-day pnces being calculated relatively to those pre-war 
pnces The numbers which are thus obtained for a particular date 
or penod of time for the vanous commodity pnces are added 
together within the individual groups, and the sum is divided by 
the number of the pnces The result is the index number for the 
group From the seven group indices the index numbers for the 
three pnncipal groups mentioned above and the aggregate index 
numbers are calculated, by each group number bemg first multi- 
phed or weighted by a coefficient corresponding to the economic 
importance of the group, and the sum of the products thus 
obtained being then divided by the sum of the coefficients or 
weights The weights have been calculated on the basis of the 
consumption dunng the years 1908-1912, and they amount to 

For Group i 30 For Group 5 4 

2 10 „ „ 6 3 


The index numbers of the Impenal Statistical Office are thus 
weighted numbers 

The index numbers are calculated for three key days in the 
month, namely, the 5th, 15th, and 25th, and for the averages 
of the month 

The Frankfurter Zettung bases its number on the prices of 
mnety-eight commodities, which it divides into five groups 
Group I Foodstuffs — 26 articles Group 2 Textiles, leather, 
etc — 13 articles Group 3 Minerals — 18 articles Group 4 
Miscellaneous — 18 articles Group 5 Manufactured articles — 23 
articles In contrast to the calculations of the Impenal Statistical 
Office and to those of the Industrie und Handelszettung, the Frank- 
furter Zettung mcludes also manufactured goods (such as motor- 
cars, bicycles, steam-kettles, typewnters, furniture, bottles, boots, 
stockings, and string) — that is, articles for which it is very much 
more difficult to determine exact pnces than it is for the actual 
staple articles of wholesale trade The point of departure and 
companson for the index numbers was at first taken to be the ist 
January 1920 In 1922, however, the Frankfurter Zeitung found 
It necessary to work out the pnces of the commodities on which 
Its statistics are based retrospectively for the middle of the year 
1914, and to use these for calculating the relative and mdex 
numbers The calculation is made every month for a key day 
chosen at the begmmng of the month 

The calculations of the Industrie und Handelszettung are based 
on the pnces of forty-four commodities, as follows — 
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Group I Coal (6), iron (4), other metals (4), building matenals 
(2), oils (3) — total, 19 commodities 

Group 2 Textiles cotton (i), wool (i), yam (i), flax (i) — 
total, 4 commoities 

Group 3 Hides (i), skins (i), leather (i), rubber (i) — total, 
4 commodities 

Group 4 Cereals (4), flour (i), potatoes (2), fertilisers (i) — 
total, 8 commodities 

Group 5 Meat (3), fish (i), milk (i), sugar (i), fats (3) — 
total, 9 commodities 

The basis is the last week of the year 1913 Average pnces 
of the vanous commodities are worked out for each week, and 
they are recalculated into relative figures on the basis of the 
average pnces ruling in the last week of the year 1913 From 
these relative figures the anthmetical mean is denved for the 
calculation of the group and aggregate index numbers 

Although the construction of these three systems vanes 
enormously, the resulting curves of the general mdex number 
agree to a very large extent, which proves that the errors com- 
pensate each other to a considerable degree 

Although the collection of index numbers of wholesale pnces 
IS interesting and important, it does not lead to any theoretically 
or practically conclusive survey of changes in the purchasing 
power of money The actual economic purpose, the satisfaction 
of human wants, is not a thing for which pnces of staple articles 
of wholesale trade are directly and pnmarily the most important 
factors, for this purpose retail prtces of articles ready for use are 
incomparably more important But the difliculties of collect- 
ing and working out satisfactory statistics of retail pnces are 
much greater than those concerning wholesale pnces, which are 
based upon standard types This is the reason why attempts to 
work out index numbers of retail pnces have not 3nelded results 
as generally recognised as the results of calculations of wholesale 
pnces 

Furthermore, retail pnces (as they are the pnces charged to the 
consumer) do not of themselves give a picture of any theoretical or 
practical utihty In general, the statistics of retail pnces are 
collected less as a prehminary for the preparation of a retail index 
number than as a preliminary for the purpose of determinmg the 
so-called "cost of living ” In this connection, m addition to the 
necessary expenditure on food and clothing, we must also take into 
account rents, hght and fuel, expenditure on travel and transport, 
and, to a small extent also, expenditure on intellectual needs 
The estimation of pnces and of charges for all such expenses is of 
mcomparably greater importance, but also of incomparably greater 
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difficulty, if only because of the strongly individualistic character 
of the needs to be met In fact, it cannot be solved in any way 
which is quite free from objection Various attempts to work out 
the “cost of living" have, therefore, led to very divergent results 
The Impenal Statistical Office works out mdex numbers for 
the cost of hving on the following basis — 

The groundwork is supphed every month by the official 
inquines into pnces in seventy-one German cities — ^large, medium, 
and small, partly industnal and partly agncultural, distnbuted 
over the whole Empire The statistics are based upon the re- 
quirements for four weeks of a family of five on the following 
hnes — 


Foodstuffs 

Rye brccid 47 kg 

Flour 4 , 

Miscellaneous (oatmeal 
groats peas and 
beans macaroni etc ) 11 

Potatoes 70 

Vegetables 1 5 

Meat 3 

Haddock 1 5 

Bacon i 5 

Fats 4 5 

Salt hemngs 1 o 

Dried fruit 3 o 

Sugar 3 5 

Eggs 10 pieces 

k^l^(full cream) 28 i kg 

Cheese (of skimmed milk) 1 75 

Data regarding expenditure on clothing are collected for fifteen 
typical articles of clothing 

The sum of all these figures, which are collected monthly, gives 
the cost of hvtng figures The actual tndex number of cost ofhvtng 
for the whole Retch is obtamed by takmg the average of the index 
numbers for the seventy-one local areas and relating it to the 
corresponding figure for the year 1913-14, which is taken as the 
basis The calculation of the average is performed by the method 
of weighting, the “weights" being fixed with regard to the size 
of the populations of the local areas which supply the information 
Separate mdex numbers for the Reich are pubhshed for food- 
stuffs, light and fuel, rent and clothing These are then com- 
bined mto a general index number of the cost of hvmg, including 
clothing, and a similar general number, excluding clothing 

In addition to the cost of hvmg figures, which are continually 
pubhshed by the Impenal Statistic^ Office, other similar statistics 
are collected Of these the statistics of Richard Calwer are par- 


Jruel 

Pit coal 3 cwts 

Or brown coal 5 , 

brown coal briquettes 4 
, coke 3 „ 

peat 6 , 

, firewood 6 , 

„ gas (cooking) 40 cu metres 


Light 


Gas 

Electricity 


15 cu metres 
5 kw 
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ticularly well known He bases his calculations on the weekly 
expenditure of a family of four persons, which he takes to be 
three tunes the peace-time ration of a soldier in the marmes 
Of the other statistics the following should be mentioned — 
Kuczynski, Director of the Statistical Office of Berlin-Schone- 
berg, contmues to give calculations of the Monthly average 
mmimum cost of hving for a married couple with two children m 
Berhn (foodstuffs, rent, fuel and hght, clothing, and miscel- 
laneous expenditure) 

Silbergleit, Director of the Berhn Statistical Office, takes into 
account simply the food requirements of an adult He bases 
these on a specified number of calones 

Elsas bases his calculations on the requirements of a family 
of four in Frankfurt a/M , adopts the figures of Calwer for food- 
stuffs, and adds to these figures the cost of clothing, rent, heat- 
ing, hghtmg, and miscellaneous expenditure 

The calculation of the cost of hving, m so far as it compnses 
all the necessaries of hfe, presupposes that in addition to retail 
prices of foodstuffs, clothing, and fuel, comprehensive statistics 
must be collected in regard to uithttes and services, particularly in 
regard to rents Here, however, it is not possible to calculate 
index numbers which would express in one number a complex 
of phenomena, and all that can be done is to sample and 
observe typical phenomena 

It IS even less possible to embody movements in the prices of 
land, both rural and urban, built upon or not, m index numbers 
Here, too, the data necessary for a general estimate must be 
supplied from the observation of isolated cases, and must depend 
upon the judgment of the statistician 

On the other hand, there is another sphere of activity to which 
the method of index numbers has been largely apphed — namely, 
that of stock exchange secunttes 

Of the many calculations made m this sphere we need only 
mention, as an illustration, the method adopted by the Imperial 
Statistical Office 

This office calculates separate mdex numbers for stocks and 
shares, rates of interest, and foreign exchanges The numbers are 
worked out on the basis of the weekly and monthly averages of 
the daily quotations on the Stock Exchange The rates of the 
31st December 1913 are taken as 100 

The stocks and shares index number is worked out from the pnces 
of 300 stocks and shares quoted on the Berhn Stock Exchange 
These are divided into thirty-three groups The method of 
weighting IS apphed in the formation of these groups by the 
number of secunties included m each group being adjusted to 
the total nommal capital invested m the correspondmg mdustry 
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on the 31st December 1920 The thirty-three groups are spht 
up mto three mam groups 

1 Mimng and heavy mdustnes 

2 Manufacturmg mdustnes 

3 Trade and commerce 

The values of the apphcation-nghts from the 31st December 
1913 are added to the pnces on which the calculation is based 

The bond-tndex is worked out on the basis of the pnces of 
ninety-five fixed interest-beanng secunties (exclusively paper with 
4 per cent mterest) These are collected into six groups 

1 German state loans 

2 German provincial loans 

3 German city loans 

4 Prussian mortgage bonds 

5 Land mortgage bonds 

6 Industnal bonds 

Finally, the index of foreign secunties is worked out from the 
rate of twenty so-called "valuta stocks ” 

These three stock exchange index numbers differ so much 
in significance that it would be ndiculous to combme them into 
one index number The rates of the foreign secunties are in- 
fluenced pnmanly by movements in the rates of the foreign 
currencies m which they are expressed The pnces of home 
fixed interest-beanng secunties reflect, m general, movements in 
the long-term rate of mterest In times of violent fluctuations 
in the value of domestic currency, the pnces of such bonds are not, 
except in qmte special circumstances, mfluenced by these exchange 
movements, as these bonds themselves represent only claims to 
domestic currency, and their pnces are expressed in such currency 
On the other hand, shares imply participation in industnal and 
commercial undertakmgs, and accordingly, even when their 
noimnal amounts are expressed in the currency of the country, 
they embody "commodity values," the movement of which is 
essentially mdependent of that of the value of the currency, but 
need not be on Imes parallel to that of foreign currencies While 
the index of foreign secunties scarcely reflects more than the course 
taken by foreign currencies, and the mdex of fixed mterest bonds 
IS, in general, mdicative only of the rate of mterest, but not of 
the changes in the exchange relations between money and other 
values, the mdex of stocks and shares gives important indica- 
tions m regard to the purchasmg power of money in terms of 
industnal and commercial undertakmgs 

In recent years much time and trouble has been bestowed 
throughout the world upon the study of the problem of statistics 
of wages and salaries Collective agreements have unquestionably 
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made this problem easier to solve Nevertheless, the difficulties 
of coUectmg exact statistics of wages are extraordinary, even 
where such agreements are customary Mention need only be 
made of the differences in piece-rates, which vary with loc^ty, 
branch of industry, mdmdual output, and the state of business, 
nor are the additions representing mamage and family allowances 
by any means uniform, speaal payments are, moreover, made 
for overtime 

The Impenal Statistical Office is continually working on the 
statistics of wages paid in the vanous branches of industry It 
calculates, from data supphed by vanous mdustnes, average 
index numbers for the several localities, using the method of 
"weighting” Special figures are calculated for the several 
groups of labour — ^male and female, skilled, semi-skilled, and 
unskilled workers, mamed and single, etc The data available of 
the wages paid in State undertakings and of the salaries of State 
officials supplement these statistics These absolute figures of 
wages and salanes are then worked up into relative figures, the 
wages and salanes at the end of 1913 bemg taken as i Recently 
the Impenal Statistical Office started to calculate, from the 
average figures of wages paid under collective agreements and 
the wages of the State workers, a general average for the several 
groups of labour 

The statistical problem of the value of money thus divides itself 
into a number of individual problems, the subject-matter of each 
of which IS a complex of economic phenomena alhed to, dependent 
on, and yet diffenng from each other How greatly the exchange 
relations between money and its counter-values can vary within 
each of these different complexes has been stnkmgly shown by 
the course of events m Germany since the outbreak of war, of 
which we shall have more to say below 

^ 5 The Analytical Problem of the Value of Money 

We have defined the analytical problem of the value of money 
as being the problem of the factors which determine the move- 
ments m the exchange ratio between money and other goods 

The problem can be considered theoretically and practically 
Each of these methods of approach must supplement the other 

The theoretical treatment must start from the general prin- 
ciples of the theory of money The question of the factors which 
determme movements in the ratio of exchange between money 
and its counter-eqmvalents must link up with the fundamental 
facts which are the basic conditions of every “value" — ^that is to 
say, the utihty and the difficulty of attainment of the objects to be 
exchanged 
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We have, of covirse, in the so-called " theory of marginal or final 
utility ” a brilliant attempt to place the exchange Vcilue of goods 
into ^rect relation with the degree of their utility If a definite 
supply of a commodity is available, then from this supply first 
the most pressing needs, and then those which are the next most 
pressing, are satisfied If the commodity can be used for the 
satisfaction of only a single want, then the more units of the 
commodity are consumed, the greater is the degree of satiation 
reached, and the smaller is the degree of the unsatisfied needs 
The mmimum utility which a commodity can afford, given a 
definite quantity thereof, is called its "marginal utihty ” or "final 
utihty ” The marginal utihty, as will be seen from the remarks 
]ust made, falls with increasmg supply and rises with increas- 
ing demand The marginal utihty of individual commodities is 
supposed directly to determine their exchange value A person 
will only give up a unit of a commodity in his possession m 
exchange for another commodity if he can secure in the form 
of the latter a higher utihty than that given by the smallest 
utihty which he can still obtain from the commodity to be 
exchanged The exchange value which can be reahsed in actual 
transactions can thus fluctuate only between the hmits which are 
given by the differences in the marginal utihties, for the two 
exchanging individuals, of the commodities to be exchanged If 
we consider a market with a number of buyers and sellers, then 
the margineil utility would find its expression in the fact that the 
sellers are forced to be satisfied with a pnce which corresponds to 
the lowest estimate of utility at which supply must accommodate 
demand — that is, with a pnce determined by, and expressing m 
money, the lowest degree of utihty which the existmg supply 
can afford to the demand 

Opinions differ as to the success of representing pnces and 
exchange values m terms of utihties In particular it has been 
pomted out that the degree of utihty to mdividueils of units of 
goods IS not by any means quantitatively determinable, and that 
it therefore cannot give an actual basis for quantitatively deter- 
mimng the exchange value of goods 

We need not here launch upon a cntical examination of the 
theme, especially as there is a pecuhar obstacle which prevents the 
apphcation of the theory of marginal utihty of money 

This theory sets out to determine the exchange value of goods 
from the degree of their utihty to individuals, but the degree 
of utihty of money to individuals obviously follows from its 
exchange value We are here face to face wi^ the same pheno- 
menon as we met m paragraph 2 when deahng with the " functional 
value” of money There we saw that money can operate use- 
fully only on condition that it possesses the quahty of value 
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Here we observe that the degree of utihty of money is also deter- 
mmed by the quantitative factor of the ratio of exchange between 
money and goods — that is, by the amount of the “ exchange value " 
which it realises m actual transactions What estimate the indi- 
vidual will form as to money will therefore depend on what goods 
for direct use or consumption — ^whether in a household or pro- 
ductively— can be obtained by him for the money, or what other 
goods he must surrender for the purpose of obtaimng the money 
necessary for payments due The margmal or final utihty of 
money to a given individual is, therefore, the smallest utihty 
which he can derive from the goods which he can procure for the 
available money, or must give for the reqmsite money, and this 
marginal utihty is already conditioned by a definite exchange 
value of money, so that the latter cannot be deduced from the 
former 

If we consider the economic hfe of a country as a whole, we see 
that the theory of margmal utility is not applicable to money for 
the following reason The conception of marginal or final utihty 
IS based upon the fact that with a given quantity of goods only 
a definite amount of needs can be satisfied, and that accordingly 
only a definite senes of utilities can be yielded thereby The 
smallest utihty which can still be obtained is, given the demand 
and the supply, a fixed quantity It determines, according to the 
theory of margmal utihty, the value of the commodity m relation 
to the other goods offered m exchange by excludmg a part of 
the demand which the existing supply cannot meet, and, further, 
that part of the demand is excluded which is unable to offer in 
return for the supply a margmal utihty equal to the margmal 
utihty represented by the supply The pnmary condition that, 
given a quantity of goods, this m itself gives the possible utihty 
which m turn will determine the value, apphes m fact to all 
other commodities but not to money With a thousand tons 
of wheat a definite number of human beings can be satisfied up 
to a given point, and this irrespective of the exchange value of the 
wheat On the other hand, the utihty of a given quantity of 
money is, not only for individuals but also for the country as a 
whole, directly dependent on the exchange value of the money 
The higher the value of the money unit as against other goods, 
the greater are the quantities of goods which can be exchanged 
through the agency of the same number of money umts Of course, 
the demand of an mdividual for setthng an old debt relates to 
a definite sum of money which, as such, is mdependent of the 
present value of money, but the demand for money as a medium 
of exchange m the present, and the extent of the undertakings to 
pay which result at any pomt of time from the buying of goods 
for credit, etc , is guided absolutely by the value, m relation to 
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other goods, which money actually has at that given point of 
time Even David Hume had already put forward the proposi- 
tion, which IS in the main undoubtedly true, that the quantity 
of money as such is of no importance in so far as the economic 
importance of the money is concerned, that half the quantity of 
the money available m a country would, if doubled in vdue, 
perform the same services in regard to the other goods as the 
whole quantity of money would ongmally have done Whereas 
in the case of all other goods the value results from the restriction 
of the possible utihties when the supply is given, and is m general 
higher, the higher is the class of utilities which are shut out by the 
contraction of supply — the utihties of the supply as such, however, 
not being increased by its exchange value — ^in the case of money 
the utihty of a given supply can expand at will by the nse of the 
exchange value of the money umt 

We thus see that in an individual household, as in the national 
economy as a whole, the utihties of money — ^in contrast to those 
of all other goods — are not limited by its quantity, but are con- 
ditioned by its exchange value, and that its exchange value itself 
cannot therefore be denved from the limitation of its utihties by 
a hmitation of supply In the case of money, therefore, we must, 
even more than m the case of other goods, refrain from attempt- 
ing to compute the amount of the value directly from the factors 
which condition value 

But even though the conditions which govern value — that is to 
say, utihty for satisf3nng a want and the difficulty of attainment 
— do not enable us directly to deduce the amount of exchange value 
possessed by commodities, nevertheless the different and varying 
degrees in which these conditions obtain in the case of the vanous 
goods afford certain general indications as to the course of, and the 
changes in, their exchange value 

As soon as we cease to be concerned with exchange transactions 
between isolated economic individuals, and come to deal with 
exchanges in the "market,” te with transactions between a 
multitude of competing individuals supply euid demand are the 
factors directly regulating the exchange relations The greater 
the supply, the smaller in general will be the eqmvalent value to 
be obtained, because some at least of the sellers will prefer to 
accept a smaller eqmvalent rather than have the goods left on 
their hands The more intense the demand, the greater will, in 
general, the equivalent value obtamable be, because some at least 
of the buyers will be wilhng, if necessary, to satisfy their demand 
at higher pnces 

The relation is, however, not qmte as simple as it would at 
first sight appear It is not only supply and demand that affect 
the pnce to be obtamed, but the very pnce obtained can also 
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exercise a certain reflex influence on supply and demand A high 
pnce can restnct demand and increase supply, and a low pnce 
tends the other way 

In the degree of this reciprocity we find the root of the most 
important charactenstics of the pnce formation of the vanous 
categones of economic commodities The more indispensable 
d commodity, and accordingly the greater and more pressing the 
demand for it, the higher will the pnce have to nse when supply 
is short, in order, correspondingly, to limit demand The smaller 
the margin of expansion in the demand, the more must nsing 
supply depress pnces to enable stocks to be disposed of This 
explains the well-known fact that the pnces of those commodities 
which up to a certain quantity are necessary to everyone, but 
whose accumulation beyond a certain measure is of no interest 
to anyone — such as, for example, the pnncipal foodstuffs — are 
liable to greater pnce fluctuations than are articles of luxury, 
which although dispensable, can at the same time be disposed of 
to a degree which has no Imut in practice 

On the side of supply the possibihty of expansion and contrac- 
tion also vanes considerably with the commodity The less the 
supply of a commodity can contract, the more will the pnce drop 
when demand falls off Thus, for example, the pnce of rapidly 
penshable commodities is hable to fall much more than is the 
pnce of durable goods, the supply of which can, at aU events 
temporanly, be withheld At the same time, the more difficult 
it is to expand the supply, the higher must pnces nse when 
demand is on the increase This explains why movements of 
pnces differ so much for commodities, the supply of which can 
be increased at will without a nse in cost, and commodities the 
supply of which cannot be increased at all, or only at a nsing cost 
— ^in which connection the impossibility or difficulty of increas- 
ing supply may be due to natural as well as to legal causes 
(monopohes) 

We need not emphasise the fact that, as regards the conditions 
which operate on the side of supply, we have the factor of difficulty 
of attainment, and in the case of those which affect demand, the 
factor of utility for satisfying needs 

Applying these general pnnciples, which we have ]ust elabor- 
ated for the exchange value of goods, to the particular problem 
before us, the result is that those factors also which, operatmg on 
the side of money, determine the ratio of exchange between money 
and other goods, are to be sought m supply and demand, % e m the 
changes of money supply and money demand The real inward 
significance of this statement, which alone does not convey much, 
IS gathered from the detailed analysis to which we subjected 
money demand and money supply in the first two chapters of this 
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section A study of the particular charactenstics of each of these 
two factors gives the following results for the value of money — 

The supply of money is, in the case of metalhc money, m 
general, a relatively stable quantity The durabihty of the pre- 
cious metals has resulted in such large stocks of them having 
accumulated m the course of centimes that the annual production 
of fresh supphes and the vanations therein have an infinitesimal 
influence on the stock of the precious metals available m a country 
Only such enormous changes in the production of the precious 
metals as those brought about by the discovery of Amenca, and 
m the nineteenth century by the opening up of the Californian 
and Austrahan goldfields, or such very great displacements m the 
distribution of the world’s stock of the precious metals as were 
caused bv the Great War, can cause sudden and sharp alterations 
m the monetary stock of the precious metals of individual 
countnes 

In a country provisioned with money by the issue of paper 
notes, no general statement can be made, as the extent of, and 
changes in, supply depend in such a case on the pohcy of the State 
or of the bank issmng the notes, which may or may not be volun- 
tary, but IS certainly not conditioned solely by the requirements 
of the monetary system The money hunger of the State, not 
that of the country itself, is often the decisive factor m such a case 

The demand for money, which depends upon the many and 
comphcated conditions explained above, is subject to certain 
definite changes in the long run, as well as within the shorter 
periods of the economic evolution of countnes As to the general 
development of the monetary demand of nations whose institu- 
tions are completely based on money, we observe that the vanous 
factors which affect the demand for money tend to compensate 
each other The economic progress of a country is accompamed 
by increases, on the one hand, m the numbers of transactions 
which take place through the agency of money, and, on the other 
hand, m the mtensity of exploitation of the supply of money , 
and these two processes cancel each other up to a certam point, 
in their effect on the aggregate demand for money 

As to the reflex action exercised on the supply of money by its 
purchasing power, we may remind the reader of the remarks which 
we made when analysing the supply of money The first factor 
which enters into the question of provisioning coimtnes on a 
metalhc standard, that of the newly produced supphes of precious 
metal, can be influenced only to a small degree by the course 
taken by the purchasing power of money When this nses, the 
profitable exploitation of poorer sources becomes possible, for of 
course an increased purchasing power may mean an increased 
command over labour and naming materials, whereas when the 
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purchasing power falls off, the working of the least profitable 
mines is suspended 

In considenng this factor, however, we must not forget that 
the supply of any individual country with metalhc money — ^and 
this IS the only thing which matters m this particular case — ^is not 
directly influenced by the general circumstances relating to the 
production of the precious metals, but by the movements of the 
metals, including the accumulated stocks of all countnes which 
participate in the world’s commerce These movements are very 
decidedly influenced, within the hmits indicated above, by the 
relative intensity of the demand for money in the several countnes 
and by the purchasing power of the metallic money m vanous 
areas whether in terms of goods, secunties, etc , or by interest on 
money loans The international freedom of movement of the 
precious metals, as it existed before the War, meant that each 
country was m a measure insured by the others against fluctuations 
in the demand for money The direction of the changes m that 
demand vaned, but the changes tended to cancel each other in 
their effect on the value of the money metal 

Further, the precious metals are largely used for luxury 
purposes Here demand is ]ust as easily contracted as expanded 
by changes m the supply and by the effect of these changes 
on the obtainable equivalent Moreover, stocks of money metal 
accumulated in the form of jewellery and plate furnish an im- 
portant reserve against any considerable nse in the demand for 
money and in the quid pro quo obtainable for money The first 
years of the War showed the extent to which this reserve could be 
mobilised in case of need The degree to which the supply of 
money can adjust itself to the demand is thus enhanced by the 
fact that the precious metals can be used for luxury purposes 

Finally in the case of monetary systems on a metallic basis, 
the circulation of money can be closely adjusted to changes in the 
demand by the issue through banks of paper tokens When 
banking is rationally regulated and the policy of the banks properly 
handled, an elastic note circulation should suffice to meet the 
fluctuations in the demand for money caused by changes in 
economic circumstances and by the uneven distnbution of pay- 
ments within the mdividual years so that these penodic fluctua- 
tions in the demand for money drop out of consideration, or at 
least lose importance as factors determining the value of money 

In those monetary systems in which the issue of currency is 
entirely at the pleasure of the Government — that is, especially 
in the case of paper currencies — ^it is theoretically conceivable 
that the circulation diould absolutely adjust itself to changes m 
the demand for money It is a fact, however, that in most cases 
of paper currencies these are not issued at the “will” of the 
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Government, but are due to sheer necessity, and as often as not 
the State is not a free agent in manipulating the pnntmg-presses, 
and cannot follow sensible pnnciples of adjustmg the circulation 
to the changes in the country’s demand, but finds itself forced 
by circumstances which are stronger than any considerations of 
a well-ordered monetary system 

As to the degree to which the demand for money can be 
adjusted, in normal circumstances, the fluctuations in the transfers 
to be effected by the agency of money can to a very large extent be 
met by a more or less intensive exploitation of the available 
media of circulation, by the elastic issue of notes, and by supple- 
menting the circulation proper by credit documents, the normal 
purpose of which is not the actual performance of the functions 
of money Accordingly, it follows that an increase m the transfers 
to be effected through the agency of money, as exemplified above 
in particular by cleanng-house transactions, need not by any 
means lead to an increase in the demand for media of circulation 
in general, and for metallic money in particular 

Above all however, the reflex effect which the purchasing 
power of money has on the demand is more intensive than in the 
case of any other commodity, and this is so because, as already 
repeatedly mentioned money is the only commodity which 
derives its utility from its exchange value and which nses or falls 
with that exchange value In the case of all other commodities, 
when the relation between supply and demand changes, these two 
factors can be brought into equilibrium again only by means such 
that, should demand exceed supply that part of the demand 
which cannot be covered by the supply is forcibly excluded by 
nsing pnces, and that, on the contrary, should supply exceed 
demand the volume of demand is increased by a fall in pnces and 
new and less effective purchasers are attracted and the existing 
purchasers are induced to extend their demand The fluctua- 
tions in prices must thus be the wider the greater is the resistance 
of demand to the reflex action of pnces Now, in the case of 
money, the resistance of demand both to the restnctive and to 
the stimulating influences of changes in the exchange value 
IS almost non-existent As soon as the determinant factors 
operating on the side of money have prevailed in regard to the 
exchange relation between money and other objects, and have 
led to a nse in the volume of other objects which can be 
obtained for a given quantity of money, a greater demand for 
money can be met by the same quantity of money seemg that 
it now possesses a higher exchange value On the other hand, 
a drop in the exchange value of money leads to the same 
quantity of money bemg required for the satisfaction of a 
smaller demand The demand in an economic system for money 
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does not call for a specific quantity of pieces of precious metal or 
of paper notes, but for a specific volume of purchasing power 
For that reason any money demand whatever can be brought 
into equihbnum with any supply of money by way of a corre- 
sponding alteration in the exchange relation between money and 
other goods A discrepancy between the demand for and supply 
of money can, because of this special position of money, occur 
only in so far and so long as any alteration in the determinant 
factors affecting the exchange ratio has not yet fully adjusted 
that ratio itself The effects of such discrepancies will be 
further discussed below 

The idea that the stock of money available m a country can 
adjust itself and stnves to adjust itself, to the demand for money 
by alterations in its exchange value, lies at the root of practically 
all theories of the value of money The shortcomings of individual 
theories are due to the comphcated factors of monetary demand 
and supply not having been correctly judged The old theory of 
Locke assumes that the demand for money in a country is given 
by the total supply of its goods Certain modern vanants of 
the "quantity theory’ see the changing factor amongst all the 
determinants of the value of money solely or mainly in the supply 
of money, as represented by the current production of the 
precious metals, in the case of metalhc currencies, and by the 
extent of the issue of paper money in the case of paper currencies 
These theones, which take into account only one factor amongst 
all those which operate upon the exchange relation between 
money and goods, and regard it as decisive, overlook, or at least 
underestimate, the numerous counterbalancing factors, and this 
must necessanly lead to an overestimate of the fluctuations in the 
purchasing power of money, and thereby to an overestimate of 
the effect which money has on changes of pnces, etc A fuller 
and deeper analysis, such as has been attempted here, of 
the demand for and supply of money and the reciprocal relation 
between these two factors, leads to the result that, in the case of 
scarcely any other commodity, do the factors which are of pnmary 
importance for detemumng exchange value guarantee in their 
total effect such a degree of stabihty as they do m the case of 
money, because of its speaal economic position, and, above all, 
because of the orgamsation of modem monetary systems based 
on metal and supplemented by an elastic note issue ^ Of course, 
if the quantitative changes m the monetary system take place 
to such an excessive degree as the War brought about, not only 
m the case of the belhgerents but also m the case of neutrcils, the 
exchange relation between money and its manifold eqmv^ent 

> Cf herewith Lexis, Allgetnettte Volkswtrtschaftslehre 1910, pp 100 
ettnf.iis 116 127 
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values must be shaken to the utmost notwithstanding the corrective 
effects which flow from the nature of money as such 

f 6 The Organisation of Monetary Systems as a Problem 

of Value 

Having seen the presuppositions and determmative factors of 
value in general and of money value m particular, we are now in a 
position to obtain an idea of the deeper significance and of the 
effective hmits of those measures by which the State co-ordinates 
the several types of money, consisting of different matenals, mto 
a uniform system, and gives to this system a foundation of value 
in one of the precious metals We have now to elucidate from the 
principles of the theory of value the internal structure, with the 
effects of which we have already had to deal in the histoncal 
part, and in the section of the theoretical part which dezds with 
the organisation of money , 

The two primary conditions of value are utility and difficulty 
of attainment The absolute amount of value is conditioned by 
the extent of the demand, which is in turn dependent upon utihty, 
and the magnitude of supply, depending upon difficulty of attain- 
ment Considered from these points of view, how will the 
measures appear by which the ratio of value between money and 
the money metal, or between a third object of value and the 
individual types of money is fixed > 

In free coinage we found the means by which a fixed ratio 
can be estabhshed between coined money and the uncoined metal 
The question which still remains to be answered is what effect 
free coinage has on the degree of utihty and on the difficulty of 
procunng money and money metal 

From the fact that the precious metals can ipso facto be trans- 
formed by free coinage into money, we obtain first and foremost the 
result that the value of the precious metals is no longer governed 
exclusively by their usefulness for the manufacture of jewellery, 
plate, etc , but is denved very largely from their employment as 
money The fact that the so-caUed “mtnnsic value” and the 
"functional value” of money are essentially synonymous is seen 
with especial clearness here, because, m the event of free coinage, 
the value of the monetary substance (the standard metal) is m 
part conditioned by the jpossibility of utilismg this substance m 
the money function All quantities of the preaous metal which 
fulfil monetary purposes are withdrawn from their employment 
for ordmary purposes, not permanently and irrevocably, but 
at all events for such time as they are employed for monetary 
purposes In previous editions of this book we summed up this 
{xnnt as follows " If the whole enormous stock of the preaous 
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metals which functions as money to-day could be replaced m that 
function by somethmg else and thrown on the industnal market, 
then by such contraction of its sphere of emplo5mient we should 
bnng about a considerable diminution m the value of the precious 
met^ In the case of silver, the course of events in the last 
decades has given us sufficient opportumty to observe the effects 
of a contraction in monetary employment on the value of the 
metal ” Nowadays we can add the fact that the mobihsa- 
tion of the gold contained in jewellery and plate, such as was 
earned out during the War in the belligerent countnes, and 
especially in Germany, combined with the actual restnction of 
the emplo3mient of gold for monetary purposes in belhgerent 
countnes, has greatly reduced the value of gold as against other 
economic objects all over the world 

Whilst, then, on the one hand, the value of a freely coined 
metal is conditioned to a preponderating extent by its employment 
for monetary purposes, free coinage, on the other hand, places the 
value of the coined money m a definite relation with the value 
of its metallic contents When the State declares itself ready to 
stnke gold coins free of charge or for only a very small charge for 
anyone who dehvers to it any quantity of gold whatever, it hmits 
the difficulty of obtaining ^ gold coins to the difficulty of obtain- 
ing the quantity of gold which such coins contain by regulation, 
plus a fixed seigniorage and any other costs involved in coining 
(loss of interest, etc ) The value of gold in the form of money can, 
therefore, only exceed the value of bar gold by very small amounts, 
whilst at the same time the value of gold coins can naturally be 
no lower than the value of the gold which they actually contain 

As every demand for money can be met, when gold is freely 
coined, by procunng gold, all factors which have an mfluence on 
the value of money afect also the value of gold In recent times 
people have been inclmed to overestimate this aspect of the 
reciprocal relation between money and money metd In fact, 
some have even gone so far as to challenge the statement that 
free coinage makes the value of money depend upon the value of the 
money metal, by assertmg that the value of the so-called standard 
full-value gold money is denved from functions as means of 
exchange and means of payment, just as independently of its 
intrinsic value as m the case of any inconvertible paper currency 
One of the most notable adherents of this view, Otto Heyn, put 
forward the followmg proposition with regard to, not the German 
paper currency of to-day, but the German gold currency as it 
existed before the War the value of the mark, determined by its 
purchasmg power and power of legal tender, and not the gold 

> The difficulty of acquisition ' should be distinguished from cost of 
production 
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contained in the gold coins of the Reich, is the decisive factor 
regulating the value of German money, and it is accordmgly 
wrong to call the German currency a “gold currency’ , it is a 
“mark currency - 

As under free coinage there is a definite ratio of value between 
the money metal and the coined money, it would necessarily follow 
from the view set forth above that the value of the uncoined money 
metals would be determined by the value of the gold corns But 
a brief consideration will show that this view is incorrect The 
factors which influence the value of money of any particular 
gold standard country — ^factors which, as we have seen, affect 
the value of gold — could completely determine the value of gold 
only if the metal were to be employed for no other purposes 
than those of money in that particular State But just as 
its use for German money, so also its use in Enghsh, French, 
Amencan, and other currencies influenced the value of the gold 
metal, as long as all these States were actually on a gold standard 
In a similar way though perhaps m a smaller degree, the value 
of gold is influenced by its use for industnal purposes These 
various possible uses of the metal taken together, give the 
degree of the utihty of gold and accordingly furnish one of the 
factors m the determination of its value This factor determines, 
together with the difficulty of procunng gold, the value of the 
metal Where free coinage sets up a definite ratio of value 
between the money unit and a specific quantity of metal we 
obtain a double-sided relation, in that the value of the money 
unit IS placed in a fixed relation with the value of the money 
metal, which, m its turn, is influenced to a certain degree by the 
demand for the money of the country in question ^ 

A clear recognition of this relation is important not only 
because of the nature of free coinage and of the scheme of things 
to which it gives nse, but for an understanding of the general 
construction of monetary systems 

If in the equation between money and its substance, resulting 
from free comage, the value of the substance were unconditionally 
and one-sidedly dependent upon the value of the money there 
would be no difficulty whatever m placing the vanous t57pes of 
money, diffenng in substance, in a fixed relation of value towards 
each other If the value of the mark is a given quantity, and 
if, gold bemg freely corned, the value of a pound weight of fine 
gold were fixed at the value of 1395 marks, then silver, bemg 
also freely coined, the value of a pound weight of fine silver could 
be fixed at any arbitrary amount in marks, and the same would 
apply to the value of nickel and copper The co-ordmation of 
coins made of different substances into a uniform monetary 

> Cf Jityn, IrrtUmer auf dem GebteU des Geldwesens, igoo pp 1-12 
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system, and, above all, the introduction of bimetallism, would 
thus never have constituted a problem The nature of the 
histoncal difficulties arising m these two directions becomes, how- 
ever, dear as soon as we recognise the real relation between the 
metd and the coins struck from it which exists under free comage 
Just as the value of gold was not determined by the provision 
that from a pound weight of fine gold 1395 marks of German legal 
tender money were to be struck, but by the possibihties of usmg 
it for aU other monetary and mdustnal purposes m addition to its 
use for German money, as weU as by the conditions affecting the 
supply of gold, so it was with silver and the other monetary sub- 
stances The State, which gives the right of free coinage both to 
gold and to silver, assigns the power of legal tender at a fixed ratio 
of nominal value to coins struck from both metals, and which 
declares these coins to be interchangeable on the basis of this 
relation, does, in effect, regulate the utihty and usefulness of both 
precious metals, but this regulation applies only to the usefulness 
of the metals for specific purposes and not to the entire complex 
of purposes for which they can be used At the same time, 
the difficulty of procunng gold as well as silver remains wholly 
unaffected by any regulations relating to the monetary employ- 
ment of the two metals In the case of neither of these metals, 
therefore, can the legislature of the State, by provisions regarding 
free coinage and the legal tender power of the coins produced by 
it, exercise a domtnatmg influence on even one of the two factors 
which condition the amount of value State legislation in cur- 
rency matters cannot do more than simply modify in a more or less 
far-reachmg degree the effect of one of the factors which determine 
value — ^the factor of utihty It is, however, clear that the setting 
up of a fixed ratio of value between two objects is conceivable only 
on condition that either the possibihty of use of the one is absol- 
utely dependent on that of the other or else that a similar relation 
exists between their respective conditions of production 

This shows the theoretical impossibihty of the double standard, 
the impracticabihty of which has already been proved in the 
histoncal part There is no doubt that the double standard can 
have an influence on the ratio of value between the two precious 
metals by placing their use for a specific purpose m a defimte 
relation This influence would, moreover, be necessarily greater 
in proportion to the extent of the sphere of employment of the 
precious metals affected by it An isolated double standard 
regulates only the monetary employment of gold and silver 
m a particular country, and not that of both metals in other 
countnes Just as httle does it regulate the general sphere of 
the mdustnal uses of the metals A double standard set up by 
a convention, including most of the important trading countries. 
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would, on the other hand, fix the relation of the monetary employ- 
ment of gold and silver for the whole area covered by the conven- 
tion, and would thus regulate a far larger proportion of the general 
sphere of employment of the two metals If France and England 
had a double standard based on the same ratio of value, then a 
demand on the part of France for media of payment to England 
could be satisfied by either gold or silver It could not, therefore, 
disturb the French ratio of value between the two metals m the 
same way as would happen if England had free comage only 
for gold, and a money demand for payments to England could 
therefore be met only by gold But in the case of such a con- 
tractual double standard the field of mdustnal employment, and 
also the difficulty of procunng both metals, would remam outside 
the sphere of influence of currency legislation 

Thus, even m the case of a world-wide bimetalhc system, the 
possibility of fluctuations in the ratios of value between silver and 
gold could by no means be wholly excluded 

If, then, when both metals are freely coined, the gold coins 
are placed in a fixed relation to a defimte quantity of gold, and 
the silver coins to a defimte quantity of silver, what in such a case 
IS the effect on the monetary system of fluctuations m the ratio 
of value between gold and silver? There are two alternatives 
I Either the assignment of the quahty of legal tender to the 
freely coined silver and gold pieces has the actual effect up till now 
assumed that the monetary employabihty of a specific quantity 
of gold is absolutely the same as the monetary employabihty of a 
specific quantity of silver If, however, for a particular purpose 
two different commodities are absolutely mterchangeable, then, 
as demand seeks to satisfy itself with the least possible sacrifice, 
only that commodity which is the easiest to procure finds employ- 
ment for that purpose, whilst the other commodity is set free 
for those employments m which the commodity, easier to procure, 
cannot be substituted for it In such a case, therefore, only the 
metal which, m relation to the face value assigned to it, is the 
easier to procure would find employment as money 

2 Or dse, the assignment of the quahty of legal tender at a 
definite ratio of nominal value to two types of money composed 
of different substances has not an unconditional effect on the 
ratio of value in which the two types are employed as money 
In such a case the fluctuations of value between silver and gold 
could, and necessarily would be, transferred to the freely coined 
gold and silver pieces 

The same apphes to paper currencies If paper money is made 
by law equally utilisable as a means of setthng money debts, and 
if the difficulty of procunng paper money is not by speaal arrange- 
ments mamtained at the levd of difficulty of procunng metallic 
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money, then it will not be long before the paper money is used as 
a medium of payment and the metalhc money is used for the 
other purposes for which it can be employed, or is retamed in 
circulation only whilst commanding a preimum 

We have in fact seen above that ^e provisions by means of 
which the State gives to specific objects the capacity of serving 
as a medium of setthng existing money debts do not by any means 
give to the State an absolute power over money The State can 
compel the creditor to accept in settlement of his outstanding 
claim the objects which have been endowed with the power of 
legal tender, but it cannot permanently prevent new loan con- 
tracts from being concluded in other objects of value than those 
which it has declared legal tender, it cannot permanently prevent 
the creditor from accepting a specific tj^pe of current money, which 
for some reason or other he values more highly, at a higher value 
than the legal face value, it cannot permanently prevent sellers 
from selhng only m terms of specific types of money, or from 
making different pnces in different types of money, or from 
adjusting their pnces to the value of the infenor types of money 
which alone are still in circulation Finally, it cannot prevent 
the demand for hoarding purposes from being in the mam, or 
exclusively, directed towards types of money made of a specific 
substance or from turning away completely from the money of 
the State For all these reasons the assignment of the power of 
legal tender and of reciprocal mterchangeability at a definite 
ratio to two types of money consistmg of different matenals is 
by no means synonymous with the estabhshment of a definite 
ratio even in regard to the monetary employment of both types 
If the State desires to estabhsh a fixed ratio of value between 
types of money of two different substances, it can do so only by 
regulating the conditions of acquisition, at least in so far as one of 
these types of money is concerned If the value of the gold coins 
is brought by free coinage into a fixed relation with the value of 
their gold equivalent, then the assignment of a dehnite power of 
legal tender to types of money made of different substances can 
Imk these tjqies up with the gold coins in a definite ratio of value 
only if the State, by actually exercising its monopoly of production 
of money, t e by restncted coinage and issue, raises the degree 
of dif5culty of obtaming these tjpes of money up to the point 
at which equahty of value with gold coins is secured If, in 
addition to gold corns, silver coins are also freely struck, then the 
difficulty of procunng silver coins is determined % the difficulty of 
procunng a defimte quantity of silver plus the charges of coinage 
Only by the State being dismchned to transform whatever quantity 
IS desired of silver into money can it raise the difficulty of meet- 
ing the demand for silver money over and above the difficulty of 
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procunng silver metal to such an extent that it corresponds to 
the difficulty of procurmg gold money Similarly, m the case of 
the issue of paper money, a stnngent restnction of the issue is the 
only means by which the (difficulty of acqmsition can be maintained 
at the level of that of metalhc money Gjrrespondence between 
these can be secured absolutely by the State’s undertaking to ex- 
change the money placed by it in circulation — ^m so far as it 
consists of other substances &an the freely coined standard metal 
— ^at its nonunal value for money of the latter t5q)e So long 
as for money made of silver, base metals, and paper, the same 
amount of gold money as their nominal value can be obtained 
without further trouble, the difficulty of procunng gold money 
IS equal to that of obtaming the mfenor types of money But 
this latter safeguard as such is not necessary so long as the issue 
of money which consists of mfenor content is kept within such 
limits that the difficulty of procunng it in money form appears 
as a suffiaent addition to the difficulty of procunng the substance 
of which it IS made 

The impossibihty of umtmg t3q)es of money which consist of 
different substances into a umform system in any way other 
than by free coinage for one only of the currency metals, and by 
State regulation of the issue of types consisting of the other sub- 
stances, is thus to be traced back to the basic fact of value, namely, 
that the amount of value is regulated by the degree of utihty and 
by the degree of difficultv of attamment 

f 7 Concomitants and Consequences of Changes in the 

Value of Money 

The fact estabhshed above, that any arbitrary quantity of 
money can be completely adjusted to the demand for it by 
alterations in its value must not mislead us into concluding that 
economic conditions are unaffected by changes m the quantity 
of, or m the demand for, money as mamfested by displacements 
in the exchange ratios between it and other goods In fact such 
displacements, as our expenences of the last few years have 
demonstrated more fully than ever before, do not take place 
without important concomitants and without lasting consequences 
to the entire economic system 

In order to obtam a picture of the phenomena concomitant with 
changes in the value of money, we have to observe how the 
factors operatmg on the side of money work themselves out in 
the exchange relations between money and other objects, and 
what are ^e consequences ansmg from a penod of transition 
durmg which there is maladjustment between the demand for, 
and the supply of, money 
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The manner m which these maladjustments affect exchange 
ratios, pnces of goods, wages of labour, etc , is not immediatdy 
obvious Observation of the actual course of events dunng 
the time when the gold standard was umversally m force shows 
us that when there was a considerable nse m the production 
of gold, or a considerable influx of gold from abroad, the new 
money did not always come into immediate juxtaposition with 
other economic goods, or that by reason of the greater supply 
of money, owners of money were immediately forced to be 
satisfied with a smaller equivalent m goods In point of fact, 
the greater influx of metallic money mamfested itself, first of all, 
in quite another direction, namely, m the stock of ready money 
of the large banks and on the money market We noted that the 
central banks were the agents for international financial busmess 
The metal coming from abroad flowed into their coffers, and at 
the same time the demand for money for foreign countnes drew 
upon the stocks in these coffers Maladjustments in the supply 
of money therefore, in the first mstance, manifested themselves 
m their effect on the size of these cash reserves But the cash 
reserves of the central banks and the money market were, on the 
whole, as much affected by fluctuations in the home demand as 
by changes in the stock of money In times of falling demand the 
metallic stocks of these banks grew, and in times of increasing 
demand fell The changes in the position of the trade cycle, the 
regular seasonal fluctuations m the demand for money, and the in- 
dividual penods of large payments were all clearly mirrored therem 
It IS obvious that there is no direct connection between the 
money reserves which he in banks and the alterations in the 
pnces of commodities, and of wages of labour, etc There does, 
however, exist a relation to the rates of interest for short-penod 
credits The banks, so long as they continue to be under an 
obhgation to convert their notes for metalhc money, find it 
necessary, in the interest of their own solvency, to preserve a 
certain relation between their reserves and their habihties This 
relation becomes the more unfavourable the greater are the calls 
for money made on the banks by the demand for short-term credit 
which IS met by the issue of notes, by book entnes which increase 
clients’ accounts, or by the issue of metalhc money Accordingly, 
in the case of a currency on a metalhc basis, the banks find it 
necessary to counter a nsing demand for money by mcreasmg the 
rates of interest Only m this way can they curtail the calls made 
upon them without recourse to the oppressive measure of actually 
refusing credits A nse in the bank rate, moreover, encourages the 
import of bulhon from abroad, or discourages the export of bulhon 
to foreign countnes On the other hand, the busmess mterests 
of the banks make it necessary that no superfluous cash should 
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he idle and produce no interest If the cash reserve nses above the 
requisite level, the banks are thereby enabled to reduce their loan 
rates and thus to attract a fresh demand for credits As the large 
central banks represent the focal points of the money market 
m their area, there exists a very close mteraction between the 
changes m their rates of interest and those of the other banks 
and of the money market as a whole The immediate effect of 
changes in the supply of and demand for money is thus, m the 
case of a currency on a metallic basis, clearly a general alteration 
of rates of interest for short-term credit, and, as the mam form of 
this IS the discounting of bills of exchange, chiefly of discount rates 

High rates of discount are frequently regarded as S5monymous 
with a nse, and low rates of discount as synonymous with a fall 
in the value of money, and changes m the “loan rate” for money 
have often been inextncably mixed up with changes m the 
exchange ratio of money in terms of other economic objects, t e 
with the purchasing power of money Really, however, these 
phenomena belong to essentially different spheres If the value 
of a commodity can take shape only in being exchanged for 
another commodity, if, m fact, it is only an abstraction from 
the act of exchange and from the exchange relation, then the 
loan rate paid in money for the temporary loan of a sum of money 
tells us nothing regarding the purchasing power of money 

The fact that changes in the supply of money and m the 
demand for money have, m the case of a currency on a metalhc 
basis, a tendency to affect, m the first instance, the loan rate for 
money does not by any means completely answer the question 
whether this exhausts the effect of such changes In order to 
answer this question we must consider the causes of the direct 
effects of the indicated change on the rate of interest 

Those who require money, whether for purchases or for making 
pa)mients, can obtain it m one of two ways They can either dis- 
pose of other goods for money, or they can have recourse to credit 
On the other hand, those who have at their disposal a surplus of 
money can either exchange it for other objects, or they can lend 
it out at interest The acquisition of money by way of credit is, 
as a general rule, preferred when rates of mterest are low, and 
pnces which can be obtained by the sale of goods, etc , are un- 
favourable Similarly, it is preferable to dispose of money by way 
of credit m proportion as rates of interest are high and the advan- 
tage to be reaped by exchanging the money for other goods is small 
To this must be added that high rates of interest prevent many a 
purchase on credit from taking place, whilst low rates encourage 
such purchases 

We have already found m credit the medium which bnngs 
about the more or less mtensive exploitation of the available stock 
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of money An mcreasmg demand for money or a dummshing 
supply can, by an mtensive exploitation, be neutralised m its 
effect on the pnces of goods, etc As, however, such an mcreased 
exploitation of the supply of money is only possible by the greater 
use of credit, a nsmg discount rate must be its necessary con- 
comitant The opposite is the case when the stock of money 
increases or the demand for it dinunishes In so far as the mal- 
adjustments in the relation between the supply of, and demand 
for, money remain within such limits that they can be cancelled 
out by increasing or diminishing the intensity of exploitation of 
money through credit, the effect of these displacements need not 
spread to the exchange relation between money and other goods 
The intensity of exploitation of media of circulation has, 
however, both upper and lower limits Unhmited sums can 
neither be offered by way of credit nor yet disposed of If, when 
there is a maladjustment between the demand for money and the 
supply of it, the acquisition or disposal of money by way of credit 
becomes, by reason of too high or too low rates of interest, im- 
possible or uneconomic, there remains only the way of exchange 
of other goods for money or of money for other goods As soon, 
however, as this point is reached, the maladjustment in the 
monetary supply and demand begms to operate on the exchange 
ratio The demand for money, which up to that point was 
directed only to the banks and to the money market, now 
leads to offers of goods being made, and therefore tends to reduce 
pnces In the opposite case, the offers of money, which have 
heretofore made themselves felt only on the loan market, lead to 
a demand for other goods and bnng about a tendency to rising 
prices In this way the alteration in the factors which determine 
the value of money at last come to affect the course taken by the 
exchange ratios, and thereby to re-estabhsh the position of normal 
equilibnum between the supply of money and the demand for it 
Thus, in the case of metallic currencies, the loan market acts 
to some extent as a buffer, which is the first to receive and con- 
siderably softens the impact on the exchange relations between 
money and commodities resulting from fluctuations in the supply 
of and demand for money This buffer, for the most part, does 
not exist m the case of paper currencies As the convertibility of 
bank notes has been suspended, the question of preservmg a 
defimte relation between the metalhc cover and the note circula- 
tion has here lost its practical importance, even though certain 
formal regulations for the note cover have been retained Conse- 
quently, a true “Discount Pohcy,” % e the methodical manipula- 
tion by the central note-issuing bank of the rates of mterest on the 
loan market, loses its mam dnving force This dnving force is 
still more m abeyance if, in cntical times, the State, as the pnncipal 
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vehicle of the demand for money does not desire that this demand 
should be checked by a nse in the rates of mterest, or if force of 
circumstances and considerations affectmg the very existence of 
the State forbid that such counter-action should be instituted by 
the central note-issuing bank In pomt of fact, we have seen 
that dunng the War, which brought about a greater disturbance m 
the sphere of monetary demand than had ever previously been 
witnessed, apart from the first weeks of pamc, the attempt was 
nowhere made to influence the demand for money by tightening 
the screw of the discount rate, and that, in fact, both the ofi&cial 
discount rates of the large central note-issuing banks as well as 
the rates of mterest on the open market were everywhere only 
moderately high and showed marked stabihty From the year 
1915 onwards the discount rate of the Reichsbank stood unchanged 
at 5 per cent until long after the end of the War The same 
applies to the rate of the Bank of France The discount rate of the 
Bank of England moved in the years 1915-1919 between 5 per 
cent and 6 per cent 

In the case of a paper currency there is even a smaller possi- 
bility of stopping a sudden nse m the supply of money by means of 
the intervention of the central note-issuing banks than of counter- 
acting a rise in the demand for money by using bank rate Whilst 
with a gold currency the central note-issuing banks, when the 
production of gold greatly increases or there is a considerable 
influx of gold from abroad, at first strengthen their gold reserve 
and reduce the amount of their uncovered note issue, with a paper 
currency, on the other hand, the increase in the supply of money 
proceeds mostly fi’om the central banks themselves, mainly by 
the State's malang calls upon the credit of the central banks and 
forcing upon the market, by pa3Tnent of wages and salanes or by 
its demand for matenals and necessaries of all kinds, the quantities 
of new paper money thus obtained 

The changes proceeding on the side of money will therefore, 
m the case of a paper currency, influence the exchange relations 
between money and other goods m general more directly, and 
for that reason more strongly, than m the case of a metalhc 
currency supplemented by a properly organised banking machine 

It IS m the nature of the occurrences which are here to be 
explained that changes proceedmg on the side of money do not 
equally or simultaneously affect all the exchange relations between 
money and other goods If the factors operating on the side of 
money tend to produce maladjustment in the exchange relations 
in favour of money, and if, therefore, a nse in the value of money 
takes place, then a drop m commodity pnces, in wages, and in the 
other pnce-eqmvalents will show itsefr most quickly where the 
least resistance can be offered to an unfavourable tendency in the 
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exchange relation The degree to which pnces, etc , can offer 
resistance changes with each stage of economic development In 
the early stages of commerce, custom and tradition, as we have 
seen in the histoncal part, give considerable stabihty to the 
exchange relation The more trade develops and the more parties 
oppose each other in trade — each seeking to exploit to his advan- 
tage even the smallest vanations in market conditions — ^the more 
directly and intensively will changes in the factors of pnce forma- 
tion operate on the exchange ratio 

In this respect not only do the various stages of development 
of an economic system differ, but so also do the various spheres of 
economic intercourse, and the vanous objects within one and the 
same economic system Prices are more sensitive in wholesale 
than m retail trade They are more sensitive m the case of raw 
matenals and of semi-manufactured articles which, being dealt 
with m large quantities, are objects of wholesale trade, than m the 
case of finished products which are disposed of by retail Wages 
and, still more so, salaries fixed for longer penods remain more 
stationary in general than commodities which market conditions 
revalue from day to day Then again there are differences in 
the position of the mdividual groups of buyers and sellers 
He who finds it necessary to sell will, when the value of money 
nses, feel the effects of such a nse earher and more strongly than 
he who can afford to bide his time with his sales He who must 
buy will, m case of a fall in the value of money, find it necessary 
to pay higher money prices for the objects of his desire earher 
than he who can wait In both cases those who are economically 
strongest are in a position to exploit the maladjustments to then- 
advantage, at the expense of those who are economically weaker 

Until an absolute equihbnum in the exchange relation has been 
reached through a nse in money value, those stand to gain who 
can continue to obtain the old pnces for their goods, services etc , 
for the longest time, while at the same time being m a position to 
pay less for other goods, when the value of money falls, those are 
the gainers who can first obtain higher pnces for their goods, 
services, etc , if, at the same time, they need not immediately 
pay higher pnces for the other goods, or at least not pro- 
portionately Lgher pnces 

The relative stabihty of wages has led to the assumption, 
which has grown to a general conviction, that of all pnces, wages 
are those which are the last to adjust themselves to changes 
m the value of money, and that, therefore, when the value of 
money nses, the workmen gain for the time bemg at the cost 
of the employers, whilst, when the value of money falls, the 
profits of employers are increased at the cost of the standard of 
living of the workmen How far these results accrue depends to 
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a large extent upon the power of labour in the soaal system The 
weaker this power the easier it is for employers, when they obtam 
lower pnces for their products on a rise m money value, to reduce 
wages correspondmgly, or, when, in the event of money depre- 
ciating, they obtain higher pnces for their goods, to depnve the 
workmen wholly or m part from a participation in these The 
greater the power of labour, the easier it is for the workers to 
bnng about, when money depreaates and the pnces of the neces 
sanes of hfe nse, a corresponding mcrease m their wages, and m 
certain circumstances they may even be m a position, by means 
of mcreased wages, to sted a march on the nse in pnces 

Changes in the value of money bnng about a permanent dis- 
placement in the relations between debtor and creditor An 
mcrease in the value of money means that those who have to 
claim money are placed in a more favourable position, whether 
m regard to loans granted to them, or whether in regard to fixed 
interest or salary pa5ments A depreciation of money means that 
all who are under an obhgation to make such fixed pa3ments are 
placed in a more favourable position Not infrequently creditors 
have been descnbed as being "economically the stronger" class 
which suffers no damage by such unfavourable circumstances, and 
debtors as being "economically the weaker” class whose position 
ought to be alleviated We must, therefore, point out that the 
term " creditor” m the sense used here mcludes not only the large 
capitahst but also the small investor, often involimtanly so 
situated, as well as the workman who has deposited his savmgs 
in a savings bank The " debtor ” class includes not only the smdl 
peasants whose land is heavily mortgaged, but also the large and 
powerful entrepreneurs, partic^eirly compames which work m part 
with borrowed capital, bank credits, and money raised against 
debentures As a general rule, the working-classes are not m 
debt, as credit is granted to them only to a restncted extent On 
the other hand, it is just the best elements among the workmen 
who are in a position to make small savings 

Apart from changes to the advantage or disadvantage of 
individual classes and groups within an economic system, changes 
in the value of money affect the general course of economic life 
A drop in the value of money which gradually works itself out 
in a nse of all pnces and of all other pnce-equivalents of money 
encourages speculation The very reduction of rates of mterest, 
which is the immediate consequence of a preponderance of money 
supply over money demand, in itself tends to favour an expansion 
of undertakings Many a transaction which would bnng no profit 
when discount rates are at 5 per cent appears to be still profitable 
when the rate is 3 per cent Moreover, the flmdity of money, 
if of long duration, generally results m a nse m the pnces of gilt- 
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edged and fixed mterest-beanng secunties Tlus encourages the 
pubhc to take up dividend-yielding secunties The demand for 
these leads to the estabhshment of new undertakings and to in- 
creases in the capital of existing companies, which are not justified 
by the conditions of the commodity market, but which are 
brought about more by considerations of favourable opportumties 
which anse for the placing of industnal and bank shares The 
nse in pnces, gradually spreading from one group of commodities 
to anotherjnakes it possible, so long as it has not become general, 
for mdivKnlil branches of production to make higher profits, and 
reinforces the upward tendency which was initiated on false 
assumptions V^st the new and extended undertakings pro- 
duce goods for which the actual demand is not correspondingly 
increased, they lead to over-production Whilst the temporary 
high profits of individual undertakings, the low rates of interest, 
and the high prices of gilt-edged secunties conduce to an excessive 
demand for industnal shares they lead to over-speculation and 
ultimately to an unavoidable reaction 

The effects of an increase m the value of money are of an 
opposit? nature The nse in rates of interest, in which a demand 
for money which exceeds the supply first manifests itself, restncts 
business activity The gradual in pnces dimmishes profits 
and paralyses enterpnse Undertakings which are the first and 
the most heavily hit by the fall in pnces are those which cannot 
reduce their costs of production, particularly wages, to correspond 
to the reduced income from their products, and thereby suffer 
losses, and are forced to restnct their activities or even to close 
down altogether The reduced demand for labour ultimately 
depresses wages, and does so under conditions distressing both to 
the employer and to the employee 

Changes in the value of money, no matter m which direction 
they take place, thus produce conditions which create senous 
alterations m the distnbution of income and of wealth, disturb- 
ances m the bases of all economic calculations, and accordmgly in 
the economic life of the commumty Both in the mterests of the 
economic system as well as of justice, it therefore appears most 
desirable to mamtain the value of money as stable as possible, « e 
to keep the factors which determme exchange relations on the 
side of money as fixed as possible 

In the attempt made above to outhne the nature of the con- 
comitants and consequences of changes in the value of money, we 
must pomt out that we are not deahng with unavoidable con- 
comitants and consequences, but that, on the contrary, factors 
operating on the side of the other goods are capable of cancelling 
or mini mising the effect of factors operatmg on the side of money 
Having regard to the fact that the speciaJ nature of the factors 
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operating on the side of money secures to the value of money a 
far greater degree of stabihty than can be expected m the case 
of most other objects, we can be certain, so long as the monetary 
system is not subjected to the most senous disturbances, that 
the effects which are produced by money on the exchange ratio and 
on the dsmamic aspects of econoimc hfe wiU be dnven mto the 
background by the effects emanating from the "commodity side ” 
The smaller the mfluence which money exercises and the less the 
course of economic hfe is affected by money, the more closely 
does money approach that ideal which is commonly dfescnbed as 
the " stability m the value of money " 

The above remarks have intentionally been taken almost un- 
changed from the earher editions of this book, pubhshed before the 
War At that time they were the result of theoretical considera- 
tions, of previous expenences, and of observations of conditions 
m certain more or less distant countnes with disorganised monetary 
systems In the meantime the German nation has learnt from per- 
sonal expenence what it means when the value of money falls almost 
to vamshmg point The events which we have witnessed and are 
still witnessing have confirmed m all essential respects the*correct- 
ness of the theory developed above The degree to which these 
events have shown the workings of the theory m the unprecedented 
misfortune of large sections of the nation, and m the breakdown of 
a great and hitherto flounshing economic, system, will be dealt with 
when we come (m Chap X, para 12 below) to treat of the actual 
developments m the value of money dunng the last few years 

^ 8 Effects of Fluctuations in Rates of Exchange 

Before, however, we can demonstrate by the unexampled 
events of the last few years the consequences of a depreciation of 
the value of money, we must first refer to a factor not yet taken 
mto account, though it is of the greatest importance m regard to 
alterations in the exchange relations between money and goods 

The outhne given above surveyed the monetary system and the 
economic life of a given area as a complete entity In reahty, 
however, each individual economic area of the world is interwoven 
by foreign trade, credit, and other relations into the general world 
economic complex Only when the factors which determine 
changes in the exchange relations between money and goods are 
umversal m direction and degree can they operate without affecting 
the factors which determme the relative values of the cumencies 
of individual countnes This is axiomatic If, for example, when 
the gold standard was umversal, there suddenly occurred a nse 
in the production of gold leadmg to a fall m its value, and 
thereby to a fall m the value of the currencies of the gold standard 
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countnes, then all the gold standard countnes were equally 
affected Such a proceeding neither gave nse to nor rendered 
possible any serious disturbance in the reciprocal relations between 
the currencies of individual gold standard countnes 

Even when the displacements in the pnmary factors aremot uni- 
versal they can affect the foreign exchanges, m so far as countnes 
with similar normative currencies are concerned, solely within 
limits drawn by the common standard — that is, only withm the 
margm set by the "gold-points ” Nevertheless, we have here 
the possibihty that the changes in such factors may be sufficiently 
great to make impossible the retention of the gold standard and 
thereby to disturb international exchanges 

If, however, it has happened that the common metallic basis 
of the currency has been lost, and the disturbances in the ratio 
of exchange between money and goods spring from factors which 
are not universal m their nature, but which have their ongin in 
the special circumstances of the several States and economic 
systems, then it necessanly follows that the disturbances must 
also affect the rates of foreign exchange 

The simplest example as it has been developed, particularly 
by the English classical economists, is as follows — 

The finances of State A collapse The financial admimstration 
of the State makes excessive calls on the central note-issmng bank, 
and the convertibihty of the notes must, therefore, be suspended 
The circulation of currency is increased by the issue of paper money 
m quantities m excess of the economic reqmrements of the country 
(inflation) The increase in the amount of currency issued is trans- 
lated into a demand for goods and services, and accordingly leads 
to a nse m the level of pnces and of wages It thus leads to a 
depreciation of the currency — a depreciation which is at first only 
internal But the discrepancy which thus anses between the level 
of home and that of world pnces leads to a disturbance in the trade 
balance and in the balance of international indebtedness The 
high pnces and wages ruhng at home favour importation of goods 
from countnes where pnces and wages have remained lower 
Export to those countnes becomes more difiicult The balance 
of trade, and thereby the balance of international indebtedness, 
thus become unfavourable It becomes necessary to meet the 
increasingly unfavourable balance and the demand for foreign cur- 
rencies nses This dnves upwards the rates for foreign exchange 
The initial hnk of this chain of cause and effect is thus the 
"inflation” m the country itself The final hnk is the nse in 
foreign rates of exchange and the depreciation of the native 
currency 

In numerous histoncal cases the course of events has been as 
outhned above Cases can, however, be conceived — and in fact 
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have become actual m recent tunes — in which the course of 
development is different and may be even exactly the opposite, 
le va. which for some reason or reasons wholly independent of the 
internal monetary conditions of a State, international exchanges 
become disturbed, and m which this disturbance of the currency 
of the country, » c of the foreign value of the country's money, 
reacts strongly upon the mtemal exchange relations, * e on the 
value of the money at home Before we illustrate, as will be 
done m Chap X, para ii, below, the latter t3^e of case in the 
light of actual events in post-war days, we shall recapitulate here 
the theory regarding such cases as it was developed in the earher 
editions of this work We said there 

The effect of alterations in the ratio of exchange first shows 
itself in the pnces of those commodities in regard to which the two 
countnes are most dependent upon one another If the exporter 
in the gold standard country desires to obtain for the goods to 
be disposed of in the paper standard country, the exchange of 
which has fallen, the same pnce in gold money as before, he 
finds it necessary to raise the pnces demanded by him in paper 
money to an extent corresponding to the drop m the exchange 
Again, if it IS a question of a commodity exported by the country 
whose exchange is falhng, the exporter in that country obtains for 
the same gold pnce a higher amount in the paper money of his 
country, and this fact must, of course, react on the home pnce of 
the commodity in question As regards goods which both countnes 
produce in competition with each other, the opposite is, to be sure, 
also conceivable, namely, the case in which the exporter in the 
gold standard country cannot raise his pnces to the full extent 
necessary for him to obtain the same result in gold money, this 
fact then exercising a certain pressure on the home pnces of the 
gold standard country Or the exporter of the country with a 
falhng exchange, in order to retain or extend his market, may 
content himself with a lower pnce in gold money, which pnce 
may still represent the same or even a higher amount for him 
in the paper money of his country, and by thus contenting him- 
self with a lower pnce he depresses the pnce of the commodity 
in the gold standard country Which of these two possibilities, 
or the extent to which either of them is reahsed, namely, a fall 
in pnces in the country with a high exchange, or a nse in pnces 
in the country with a falhng exchange, depends largely on the 
relative econoimc importance of the two countnes and on the 
conditions of competition m the world market If the possible 
absorption of goods by the country with a silver or a paper 
currency represents only a small fraction of the consumption of 
the exporting gold standard country, or of absorption by the other 
gold standard countnes, and if, forthermore, ^e exports of the 
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country with a silver or a paper currency constitute only a small 
fraction of the supply in the world market, then the effect of the 
exchange fluctuations on the pnces of gold standard countnes 
must be far less than the reaction which the vanation in the 
exchange produces on the pnces of the silver and paper standard 
countnes Moreover, a fall in the exchange of a silver or a paper 
standard country affects the pnce of its export commodities in 
the world market in a way which differs with the situation on the 
market When demand exceeds supply there is no reason why 
the exporter in the country whose exchange is falhng should be 
satisfied with lower gold pnces In fact, he will desire to take 
his full share of the favourable course of pnces WTien the 
situation on the market is however the reverse, he may find 
It necessary m order to dispose of his goods, to take lower 
pnces The ultimate effect on the level of pnces of the two 
currency areas must, however, depend, essentially, upon the area 
in which lies the cause of the exchange fluctuations If, for 
example, by reason of a considerable nse in the production of 
silver the pnce of silver and with it the rate of the silver cur- 
rencies falls and consequently the exportable articles of the silver 
standard countnes — ^the pnce remaining the same m silver money 
— can be obtained at a cheaper pnce in gold money, if, on 
that account, the exports of these goods and the imports of silver 
necessary for the pa3nnent of these exports take on larger propor- 
tions, then those conditions, which m no way affect the circulation 
of gold standard countnes, lead to an increase in the circulation 
in the silver standard countnes which, if only by reason of the 
increase having been caused by a nse m the demand for the 
exports of the silver standard country, tends to bnng about a 
nse in pnce 

The rapidity with which an alteration in the relative level of 
pnces, which correspond to the alteration in the exchanges, will ex- 
tend to all goods will be the greater the closer are the commercial 
relations between the two countnes, and will be proportionately 
slower when the points of contact between both areas are few 

So long as complete equilibnum has not been estabhshed, the 
production of the country with a faUing exchange en]03rs a certam 
advantage m competition with the other country Because of the 
fall m the exchange, and so long as the pnces of factors of pro- 
duction and of wages have not risen correspondingly, the cost of 
production m native money represents smafler amounts m terms 
of gold money than heretofore The home producer can, there- 
fore, compete more successfully with the producer of gold standard 
countnes It has accordmgly been asserted that a falhng exchange 
operates for the country m question as a protective tanff agamst 
foreign imports and as a premium on its own exports (dumpmg)< 
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To a certain extent this assertion is correct But its truth is 
subject to the following reservations — 

An alteration in favour of the country with a falhng exchange 
comes into operation only in regard to a section of the costs of 
production In so far as the costs of production are not entirely 
composed of domestic money payments, but, as frequently happens 
in the case of agncultural wage-payments, may also be in kind, in 
so far as the means of production are obtained from countries with 
a gold standard and must be paid for at a higher pnce correspond- 
ing to the fall in the rates of exchange as often happens in the case 
of machinery and of coal, the fall in the exchange has obviously no 
effect on the relation between the costs of production in the two 
countnes The same applies to the most important industnal 
raw materials, the cheapening of which, by reason of the deprecia- 
tion of the currency of the producing country, is to the advantage 
also of the gold standard countnes Thus the depreciation of 
silver and the fall of the Indian exchanges could not operate to 
the disadvantage of the gold standard countnes in so far as 
concerned that part of the costs of production of Indian spinners 
which was covered by raw cotton, any more than it could do so 
m regard to the part covered by machinery imported from Europe 
Just as these latter had to be paid for at a higher pnce because 
of the fall m exchange so also, if the price had remained the same 
m Indian money, Indian cotton could have been imported by the 
European spinners at a cheaper pnce in gold cunency Relevant 
calculations which have been made have shown that only about 
10 per cent of the costs of production of yarn of medium quahtv 
could conceivably have been affected by the depreciation of the 
Indian currency in favour of the Indian and to the disadvantage 
of European spinners ^ 

Moreover, the possible divergence in the costs of production is 
only temporary It vanishes of itself as soon as the necessary 
equxlibnum in the level of pnces between the two countnes has 
been established on the basis of a new rate of exchange between 
the two currencies 

Even with these restnctions and reservations, the effect of the 
falling exchange, which has been compared to a protective tariff 
and to a premium on exports, cannot be regarded as an undoubted 
advantage Firstly, opinions may differ even as to the advantages 
of a protective tanff and of an export premium, especially when 
these affect without differentiation the vanous import and export 
goods the “protective tanff ” affecting, %nter aha, the means of pro- 
duction necessary to the country's own economic development, 
such as coal, iron, machinery, etc, and the “export premium" 

' Cf iih'&eMihois AussenhandelundValutaschwankungeninSc\aao)i\sTS 
Jahrbuch vol 3cn'2 
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affecting, xiiier aha, the necessanes of hfe of the population and 
the raw matenals of its mdustnes Moreover, as against the 
small and temporary advantages which may perhaps be reaped, 
senous disadvantages may accrue The countnes which are most 
hable to falhng exchanges are those whose economic and financial 
strength is least developed Such countnes reqmre for the open- 
ing up and exploitation of their resources the support of the capital 
of the more advanced gold standard countnes Unsettled cur- 
rency conditions are always a great hindrance to the attraction 
of such capital The capitahsts of gold standard countnes who 
invest their capital m such areas run the nsk that the profits 
earned by their investments in terms of the fluctuating currency 
may depreciate in terms of gold money In so far as they are not 
altogether fnghtened away by this nsk, they must cover them- 
selves against the possibihty of loss by demanding higher rates 
of interest or larger dividends It frequently happens that 
the financial administration of the State as well as pnvate entre- 
preneurs m such countnes find it necessary to attract capital by 
promising to pay interest and to repay capital m terms of gold 
currency The country with the unstable exchange must then 
bear the whole nsk, as for the future gold payments a larger 
amount of its currency will be required with each successive fall 
m its exchange The difficulties m the way of the importation 
of capital which result from such conditions represent a handicap 
to the economic and financial development of countnes with a 
fluctuating exchange, a handicap which is much more important 
than any temporary impetus which can possibly result from the 
fall m the exchange for isolated branches of production This 
explams the fact that the countnes which have themselves expen- 
enced the effects of a fluctuating exchange are deaf to the claims 
of the benefits of a depreciated currency, and are m fact ready 
to make considerable sacnfices m order to re-establish a fixed 
rate of exchange between their money and the money of gold 
standard countnes 

Thus far we have followed the hues of previous editions of thus 
book Doubtless m the hght of the expenences of the recent 
catastrophic depreciation of the German currency, the above 
remarks may appear colourless and anaemic But the theory 
deducted from the earher and much more modest fluctuations of 
silver and paper currencies has been confirmed in aiU essential 
respects by the events of the recent German collapse, even though 
the gigantic dimensions of this collapse would make the old truths 
appear as ailmost new, and even though the pecuhar nature of the 
circumstances under which the depreciation of the German 
currency has taken place have made it possible to work out auid to 
perfect the theory m greater detail 



CHAPTER X 


CHANGES IN THE VALUE OF MONEY FROM 
1850 TO THE PRESENT DAY 

^ I Wholesale Prices from 1850 up to the 
Outbreak of the War 

If we desire to survey the changes m the value of money from 
the middle of the nmeteenth century, and the influence exercised 
dunng this period by the factors operating on the side of money 
on the general economic situation, we must first mvestigate the 
data which are to lead us to our conclusions 

As an important startmg-pomt for investigations into the 
variations in the purchasing power of money we have the whole- 
sale prices of important commodities, which we have found to be 
the easiest to ascertain with the greatest degree of certamty, even 
over a long period, such prices being expressed for purposes of 
companson in ‘index numbers’ (see above, Chap IX, para 4) 
For the earher penods we have the index numbers worked out by 
Sauerbeck for England and by Soetbeer for Hamburg For the 
penod from 1847 to 1890, the last year for which statistics are 
given by Soetbeer, they are as follows — 


Index Numbers of Soetbeer and Sauerbeck 


Year 

Soetbeer 

Sauerbeck 

Year 

Soetbeer 

Sauerbeck 

1847-50 


81 

1871 

12703 

100 


100 21 

75 

1872 

135 62 

109 

1852 


78 

1873 

138 28 

III 


113 69 

95 

1874 

136 20 

102 

1854 

121 25 

102 

1875 

129 85 

96 

1855 

12423 

lOI 

1876 

12833 

95 

1856 

123 27 

lOI 

1877 

127 70 

94 

1857 

130 II 

105 

1878 

12060 

87 

1858 

113 52 

91 

1879 

117 10 

83 



94 

1880 

121 89 

88 

i860 

120 98 

99 

1881 

121 07 

85 

1861 


98 

1882 

122 14 

84 



lOI 

1883 

122 24 

82 

1863 

12549 

103 

1884 

II4 23 

76 


129 28 

105 

1885 

108 72 

72 

1865 

122 63 


1886 

10399 

69 

1866 

12583 

102 

1887 

102 02 

68 

1867 

12444 


1888 

102 04 

70 

1868 

mxiMSM 

99 

1889 

106 13 

72 

1869 


98 

1890 

108 12 

72 

1870 

1 122 87 

96 
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In order to complete the picture, we give below the course 
of wholesale pnces in Germany, England, France, Sweden, and 
the Umted States of Amenca for the years from i860 to 1913 in a 
table worked out by the Impenal Statistical Office (Statistisches 
Reichsamt) 

Movements of Wholesale Pnces (Wholesale Index Numbers %n 
Germany, England, France, Sweden, and the Umted States of 
Amenca from i860 to 1913) 

(1861-1870=100 ) ^ 


Year 

Germany 

{Stat 

Reichsamt) 

England 

(Sauerbeck) 

France 

(Annuatre 

Staiistique) 

Sweden 
(Kommeyskoll 
Svensk 
Handelstid ) 

USA 
(Dun s 
Review) 

i860 

99 

99 

106 

100 

65 

1861 

100 

98 

104 

98 

58 

1862 

96 

lOI 

105 

103 

67 

1863 

94 

103 

105 

108 

98 

1864 

94 

105 

104 

109 

159 

1865 

96 

lOI 

97 

104 

no 

1866 

lOI 

102 

99 

98 

118 

1867 

no 

100 

97 

97 

107 

1868 

109 

99 

97 

96 

104 

1869 

103 

98 

95 

94 

94 

1870 

96 

96 

98 

93 

85 

1871 

103 

100 

101 

96 

86 

1872 

II6 

109 

105 

107 

86 

1873 

125 

in 

105 

115 

81 

1874 

II9 

102 

97 

108 

81 

1875 

no 

96 

95 

103 

77 

1876 

107 

95 

95 

98 

66 

1877 

109 

94 

96 

100 

62 

1878 

98 

87 

88 

89 

55 

1879 

89 

83 

86 

88 

55 

1880 

100 

88 

88 

92 

62 

1881 j 

96 

85 

86 

90 

64 

1882 

91 

84 

84 

89 

70 

1883 

90 

82 

81 

86 

61 

1884 

82 

76 

74 

83 

57 

1885 

78 

72 

73 i 

79 

52 

1886 

73 

69 

70 

76 

51 

1887 

73 

68 

68 

73 

53 

1888 

79 

70 

71 

80 

54 

1889 

87 

72 

74 

80 

51 

1890 

93 

72 

74 

83 

52 

1891 

99 

72 

72 

83 

55 

1892 

87 

68 

70 

78 

51 

1893 

81 

68 

69 

75 

51 

1894 

75 

63 

64 

72 

47 

1895 

73 

62 

62 

71 

46 


> Vide Wtrtschaft und StaiuHk 2nd year, vol m, p 31 
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Movements of Wholesale Pnces — continued 


Year 

Germany 

(Stai 

Retchsamt ) 

England 

(Sauerbeck) 

France 

{Annuatre 

Stahsttqm ) 

Sweden 
{Kommerskoll 
Svensk 
Handelsttd ) 

USA 
(Dun s 
Review ) 

1896 

74 

61 

60 

72 

42 

1897 

80 

62 

61 

74 

41 

1898 

85 

64 

63 

77 

44 

1899 

85 

68 

68 

82 

48 

1900 

i 91 

75 

73 

85 

52 

1901 

85 

70 

70 

83 

52 

1902 

84 

69 

68 

82 

58 

1903 

83 

69 

69 

82 

57 

1904 

87 1 

70 

68 

83 

55 

1905 

90 

72 

72 ^ 

84 

56 

1906 

92 

77 

76 

89 

60 

1907 

103 

80 

80 

93 

65 

1908 

97 

73 

74 

89 

61 

1909 

96 

74 

74 

90 

68 

1910 

94 

78 

79 

92 

68 

IQII 

99 

80 

83 

95 

67 

1912 

112 

85 

87 

99 

69 

1913 

97 

85 

85 

lOI 

66 


The above table shows first and foremost that in the five decades 
from i860 almost up to the outbreak of the War the changes m 
the index numbers were confined within relatively narrow limits 
The annual averages of the index numbers fluctuated between 
the foUowmg limits — 


In 

the Years 

In 

Germany 

In 

England 

In 

France 

In 

Sweden 

In 

USA 

1860-1869 

94-109 

98-105 

106-95 

109-94 

58-159 ‘ 

1870-1879 

125- 89 

III- 83 

105-86 

115-88 

86- 55 

1880-1889 

100- 73 

88- 68 

88-68 

92-73 

70- 51 

1890-1899 

99 - 73 

72- 61 

72-60 

83-71 

55 - 41 

1900-1909 

83-103 

69- 80 

68-80 

i 

82-93 

52- 68 


It IS further seen that the penodic wave movements of the 
index numbers in the several countnes correspond to a remarkable 
extent They coincide with the waves of econoimc booms and 
depressions, which, since the vanous national economic systems 
^ Penod of the Boer War and of the Amencan Civil War 
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are so closely interwoven, had an international character The 
penods of economic expansion m the years 1871-1873 and in 
the second half of the mneties, and again from 1903 to 1907 and 
m the last year before the War, appear in sharp contrast to the 
reactions which followed them 

If we consider the general curve, we find at first that from 1850 
to 1873 there was a marked nse in the mdex numbers In the 
followmg decades all statistics show that there was on the whole 
a downward reaction in wholesale pnces, which reached their 
lowest point m the years 1895-1897 The reaction was by no 
means uniform and umnterrupted The movement m the pnces 
of the various types of commodities on the basis of which the 
mdex numbers are constructed shows, m fact, considerable devia- 
tions, and the dechne of the final figures was from time to time 
interrupted by nses From the second half of the mneties of the 
last century the movement was on the whole again upward 

^ 2 Wholesale Prices and the Production of Gold 
from 1850 to 1873 

The course of wholesale pnces follows lines which are stnkingly 
parallel to those of the developments m the production of gold 
The penod of the nse in wholesale pnces from 1850 to 1873 
coincides with the enormous nse in the output of gold consequent 
upon the discovery of the Cahfomian and Australian goldfields 
The penod of the marked fall m wholesale pnces from 1873 up 
to the second half of the nineties reminds us of the fact that gold 
production showed a falhng-off from the end of the sixties on- 
wards, a fall which reached its lowest point in the year 1883 
The penod of the fresh nse m the level of pnces can be connected 
with the new and tremendous upward movement m the produc- 
tion of gold which commenced at the beginmng of the nineties 
and continued almost umntemiptedly up to the outbreak of war 
This coincidence m point of time might lead one to conclude that 
there was a causal connection, and the conclusion has in fact 
been drawn The writings of economists on money matters m the 
fifties and sixties of the last century dealt fully with the question 
of the depreciation of gold and the resulting depreciation of gold 
currency as a consequence of the increased production of gold 

The developments of the eighties led wnters to explain at 
length the problem of the "appreciation” of gold as being a 
consequence of the falhng-off in gold production When the 
mneteenth century was passing mto the twentieth, after the pro- 
duction of gold had again begun to bound upwards and pnces 
agam began to nse, the question of the fall m the value of gold 
and of money agam became topical 
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Let us consider first the developments in the fifties and sixties 
We must recall that a large part of the mcreased output of gold 
served the purpose of replacing m the circulation of a number of 
European States the very large quantities of silver, considerably 
exceeding the new output of that metal, which in those days were 
being drawn off by India (see above, p 192) We must also take 
into consideration that the economic process made possible in 
those days by railways and steamships, and in particular the 
accelerated development of world trade, had necessarily increased 
the world demand for money But these counteractmg factors, 
operating on the side of the demand for money, were not suffi- 
ciently powerful fully to counterbalance the effect on the purchas- 
ing power of money of the sudden increase, due to the nse in the 
output of gold — that is, in the supply of the most important money 
substance Although the circumstances existing m connection 
with wholesale commodities, the technical advances in production 
and transport, as well as the more efficient organisation of produc- 
tion, must of themselves, all other things being equal, have 
resulted in a fall of commodity pnces, at least on the European 
markets, nevertheless a considerable and unmistakable nse in 
wholesale pnces took place, a nse which was only once — after the 
cnsis of 1857 — ^interrupted by a fairly severe set-back The 
development in wholesale pnces was also m conformity with the 
development m retail pnces, in ground and building rents, m 
pnces of land, and in wages In fact, the fall m the purchasing 
power of money was, so far as this can be established by the 
incomplete statistical data available and by general observation, 
even more noticeable in these latter pnces, etc , than it was in 
the sphere of wholesale pnces 

For the fifties and sixties of the last century we are thus really 
justified in speaking of a “fall in the Vcilue of money” m the sense 
defined above — ^that is to say, the exchange relations between 
money on the one hand, and goods, utilities, and services on the 
other, shifted to the disadvantage of money, and the alteration 
was in fact sensibly influenced by a factor operating on the side 
of money, namely, the tremendous nse in the output of gold ^ 


^ 3 Gold Production and the Value of Money 
from 1873 to 1895 

The mterplay of circumstances in the following penods is less 
simple We have first a fall m the level of wholesale pnces from 

1 Why the nsa in gold production must also have affected the value of 
silver and, therefore the value of the money of silver standard countries 
has been shown above on p 134 
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1873 up to the second half of the nineties, which certainly coin- 
cided with a relatively acute fall in the production of gold A 
number of economists and writers on the subject of money, some of 
them of the first rank,i were mchned to assume a “nse m value" 
of the money of gold standard countnes, basmg their arguments 
on the development of the price level They thought it could be 
shown with certainty that the factors which brought about the 
fall in wholesale pnces, the averages of which were considered 
identical with the "general level of pnces” even more than they 
are to-day, operated on the side of money They argued that 
whilst up to the seventies in European countnes gold and silver 
had served side by side as money substances, the demand for 
money must, as silver continued to be demonetised, perforce 
have become more and more exclusively directed towards gold, 
the new supplies of which were falhng off, and in this way the 
supplies of money of gold standard countnes must have become 
so contracted as to lead to dearer gold and dearer money, which 
would of itself have sufficiently explained the general fall in 
pnces 

At first sight such a view would appear to be confirmed by the 
fact that the enormous nse m the production of gold which marked 
the beginning of the nineties of last century synchronised with 
the arrestmg of the downward tendency of wholesale pnces This 
IS, however, a forced kind of proof If we admit to start with that 
the contraction in the supply of money is a consequence of silver 
being shut out from the mints of a number of important States, 
we do not by such admission in any way prove that money must 
necessarily become dearer For even though m both decades 
from 1850 to 1870 the overabundant supply of money had led, as 
we have seen, to a considerable fall in the value of money, then a 
contraction in the supply, such as was brought about by the 
smaller production of gold, would not necess^y have resulted 
m an increase m money value, but might indeed have had no 
more effect than to check the fall m th^value of money, and to 
re-estabhsh stabihty in that value 

Furthermore, we must observe that the contraction m the supply 
of money of the gold standard countries, which took place from the 
begmmng of the seventies of last century, was by no means as 
important as it imght at first sight appear It is mcorrect to say 
that in the countnes which in those days went over to the gold 
standard, gold alone had to perform the functions previously 
fulfilled by gold and silver together As has been shown m the 
histoncal part, silver money was discarded only to a neghgible 

* Cf m particulax Goschen On the Probable Results of an Increase in 
the Purchasing Power of Gold (1885) Gifien Trade Depression and Low 
Pnces (1885) 
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extent as compared with the stocks of silver currency, which 
were mdeed retained in a very large measure even in the new 
gold standard countnes, and as compared with the mintages of 
silver which were undertaken for the Umted States of Amenca 
and for European countnes nght up to the nineties The supply 
of currency available in the countnes of Europe therefore did not 
contract, but the rate of mcrease was simply retarded To obtain 
an idea of the effect of this retardation we must bear m mind that 
the enormous production of gold of the years 1850-1870 supplied 
the means for a great temtonal expansion m the use of gold cur- 
rency, and thereby set free from European circulation quantities 
of silver which at that time were shipped to India The booming 
production of gold m the two decades referred to was thus 
sufficient to meet all the extraordinary demand concentrated at 
one point of time The gold circulation once created could, of 
course, be mamtamed and increased in accordance with the re- 
qmrements of trade by means of a substantially smaller pro- 
duction of new metcil 

Finally, the intensity of exploitation of money was mcreased 
by methods and arrangements of payment built up on more wide- 
spread credit This development happened from the seventies 
onwards to make astounding leaps forward We need only refer 
to the development of the deposit banks m England and of the 
transfer business m Germany The perfection of the arrange- 
ments for payment would m itself have sufficed to balance the 
effects of a considerable nse m the demand for and of a substantial 
contraction in the supply of money 

The course of events m regard to the production of precious 
metals and the condition of the currencies during the penod when 
the mdex numbers were showing a definite decline is, therefore, 
not m itself such as to furnish an immediate answer to the 
question whether the fall of the wholesale pnces m that penod 
was caused wholly or m part by factors operating on the side of 
money 

On the other hand; it can be shown that m the case of all 
the large commodity groups, the pnces of which fell more or less 
considerably from 1870 to 1895-96, there were important factors 
m operation outside the sphere of money, which not only explain 
the fall m pnces, but would make such fall appear to have been a 
necessary consequence, even if the factors operating on the side 
of money had remamed unaltered The capital and labour 
necessary for the production of most important wholescile com- 
modities showed a considerable fcdhng-off at that time The 
pnncipal causes of this were as follows — 

Extraordmary progress registered in the techmcal processes of 
production of whole senes of commodities Machmes and tools 
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were perfected, the raw matenals and auxdiary products of pro- 
duction were exploited to a larger extent, and new and cheaper 
methods of production were employed, and all this led to a 
reduction in the cost of production which, although it vaned m 
the several groups of commodities, was on the whole considerable 
This apphed not only to industry, but also to agnculture and 
to mining In mining and m industry there was further the 
reduction of charges due to large-scale working, which increased 
the productivity of the mdustnal organisations 

Furthermore, improvements of transport considerably cheap- 
ened the importation of certain types of commodities from 
places far distant from the European markets In sea transport 
wooden ships were more and more replaced by more eificient 
t57pes of iron ships, and this led to a reduction in freights, which 
m itself reduced the pnce of some types of goods Above all, 
however, the development of the railway system in the United 
States, Argentine, Russia, India, etc , opened up large areas in 
which agncultural production in particular, but also the pro- 
duction of minerals, could be earned on much more cheaply than 
m the areas of production hitherto available for the supply of the 
world’s markets 

It would be difficult to point to a commodity of wholesale 
trade of any considerable importance the costs of which did not, 
dunng the penod of the fall in the "general level of prices,” 
expenence a marked reduction by reason of one or more of the 
factors ]ust mentioned That being so, then, other things remain- 
ing the same, it is absolutely certain that a considerable fall in 
pnees of these commodities could not but have occurred Of 
course, as the effects of the easier methods of production and 
transport on pnees cannot be calculated exactly, any more than 
can the effects of the changes referred to above on the side of 
money, the question still remains undecided whether the entire 
fall in the pnees of these commodities is to be taken as due to the 
reduction m the costs of obtaining them, or whether it was not, 
at least in part, brought about by monetary causes 

But the behaviour of money m connection with other goods 
mitigates against the latter possibihty Retail pnees stood at 
that penod m direct contrast to the downward tendency of the 
wholesale pnees of the most important raw matenals and of 
semi-manufactured articles, and it was observed that hvmg did 
not become cheaper but dearer The retail pnees of finished 
articles were not cheapened, at any rate, not to the same extent 
as were those of the staple articles of wholesale trade 

Pnees of land, and rents for land and bmldings, also took a 
substantially different course from that of wholesale pnees m the 
civihsed countnes of Europe The pnce of agncultural land and 
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the rent paid for it m Germany rose very considerably from the 
forties of the nmeteenth century up to the eighties and nmeties 
In the luneties, competition by the newly opened-up oversea areas 
brought about a set-back on the wheat market here and there 
This set-back was, however, soon counterbalanced by a fresh nse 
The pnces and rents of land in towns continued to nse almost 
without interruption 

Wages took a similar course, in contrast with wholesale 
pnces It has been generally observed, and this observation has 
been strengthened by numerous statistical investigations, that 
wages in the civihsed States of Europe, particularly in Germany, 
underwent a nse, dunng the fall m the pnncipal and most im- 
portant wholesale pnces, qmte apart from the indirect nse m wages 
brought about by the duties imposed upon German employers in 
connection with workmen’s insurance, etc Thus, as the whole- 
sale pnces fell, wages rose, a fact which precludes our assuming 
that the decisive factor in the course of wholesale pnces was a 
contraction of the supply of money 

Fmally, the developments m discount rates must be added 
The tendency of these has been on the whole downward, from the 
beginmng of the seventies to the middle of the nineties of last 
century Not until the second half of the nineties was the 
tendency in the discount rates reversed 

Dunng the penod m question, therefore, the purchasing power 
of money was only decisively lessened as far as wholesale pnces 
of staple articles were concerned In regard to retail pnces of 
fimshed articles no reduction can be determined with similar cer- 
tainty, whilst the purchasing power of money m regard to land 
and its utihties even dimimshed, and in the case of the personal 
services of labour it even dummshed considerably The latter 
point IS particularly important The workman, when pnces fall, 
can contmue to obtain an equal or even a higher reward over a 
long penod for the goods produced by him only if by techmcal im- 
provements m production he can produce more goods for the same 
amount of capital and exertion — ^that is, when the fall in the pnce 
of the products is counterbalanced by a corresponding increase of 
production, the same amount of labour and capital being used 
Should, however, the fall in the pnces of products be due to causes 
which operate on the side of money, then the only course open 
to the employer is either to reduce wages, m conformity with 
the nse in the value of money, or to work at a loss and ulti- 
mately to close down Rising wages whilst commodity pnces 
fall make it, therefore, appear to be out of the question that 
a fall in commodity pnces could be caused by changes on the side 
of money 

For the penod of falling wholesale pnces from 1873 to the 
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nuddle of the nineties nothing can be proved as to any deastve 
influence of the factors operative on the side of money 

4 Gold Production and the Value of Money 
from 1895 to 1914 

When from the second half of the nineties onwards the whole- 
sale commodity pnces m all civihsed countnes of Europe began 
again to move upwards, attention was soon called to the enor- 
mously increasing output of gold, beginning early in the mneties, 
as the cause of the nse 

From 1871 to 1880 gold to the value of 4830 milhon gold marks 
was produced, and in the following decade to the value of 4030 
milhons From 1891 to 1900 the gold output rose to 8820 milhons, 
and from 1901 to 1910 to 15,870 milhon gold marks The mone- 
tary stock of gold of the world increased m the twenty years 
1890-1910 from about 15 to more than 30 milliard gold marks 
The wholesale index number rose in Germany from 73 m the 
year 1895 to 112 in the year 1912, and m England from 62 to 85 
The nse in the level of wholesale pnces thus amounted during 
that time to 53 per cent m Germany and to 37 per cent in 
England 

Nevertheless, we must beware of assuming a direct connection 
between the increase in the world’s monetary stock of gold and 
the movement of pnces of wholesale commodities Such a direct 
connection does not exist, if only because, simultaneously with 
the nse in the production of gold, the area of emplo3mient of 
gold money was extraordinarily extended On p 198 et tnf above 
a sketch was given of the transition to the gold standard of large 
and important economic areas, begmnmg m the last years of the 
nineteenth century The greater part of the new gold, except 
that taken up by the increasing mdustnal demand, was attracted 
to the states which were going over to the gold standard, or to 
those which were engaged in consohdatmg their gold standard 
These states were Russia, Austria, the Umted States of Amenca, 
India, Japan, Mexico, and the Argentine The effect of the 
increased production of gold was, therefore, not only a corre- 
sponding increase in the arculation of gold m the gold standard 
countnes as they existed at the beginnmg of this penod, but also 
the evolution of the gold standard mto a world standard The 
influence of the new gold on the value of gold and on the value 
of money in the gold standard countnes was considerably reduced 
by the expansion of the area of the monetary employment of gold,^ 
just as in the fifties and sixties of the nmeteenth century the effects 

1 See Die Wirkungen der Gesteigerten Goldproduktion " in the 
author s Studten uber Geld und Bankwesen, 1900, p 248 et tnf 
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of the Californian and Austrahan discovenes of gold on its value 
and on that of metalhc money were for the most part nullified by 
the extension of the use of gold money in European countnes 
However, in the penod from the middle of the mneties of the last 
century up to the War, particularly m the latter half of that 
penod, there was an increase m the gold circulation of the old 
gold standard countnes, a circulation considerably greater than 
that of the previous fifteen years 

It is possible, therefore, that for this penod the mcreased 
output of gold may have had an effect on the development of 
wholesale pnces, especially as the development m the ratio of 
value between the money of gold standard countnes and the 
other goods as expressed in retail pnces, m the pnces of land, m 
the rent of land and buildings, and in wages and salanes, is proof 
that a diminution m the value of money had taken place 

At the same time it must not be overlooked that the penod 
from the middle of the nineties up to the War differed sub- 
stantially in its general character from the previous penod 
From 1873 to 1895, penods of economic depression and stagnation 
predominated, the unmistakable economic progress was punctu- 
ated by long intervals of reaction 

From the middle of the mneties, however, we observe a tre- 
mendous upward movement far exceedmg all previous develop- 
ments of this kind 

Although from time to time cnses and reactions were ex- 
perienced, these reactions were, in contrast with the preceding 
period, only of short duration and were invanably rapidly over- 
taken by fresh upward movements The motive force of this 
world-wide tendency was the revolution in the technical processes 
of industry and transport caused by the utihsation of electncity ^ 

The trade and mdustry of the most important civilised 
countnes were recast and developed by the electro-technical pro- 
cesses, and this development, compressed into a short period of 
time, produced an unprecedented demand for matenals and 
labour In the commodity and labour markets the strongest 
forces operated to produce a nse in pnces and wages m such a 
measure as nught have sufficed to explam the changes m the 
exchange relations between money and other objects There is, 
therefore, no absolute necessity to take into account the changes 
brought about by the events in gold production in order to explain 
the nse in pnces and wages Still less is it necessary to seek the 
cause of the slow rate of econoimc development from 1873 to 1895 
m a shortage in the world’s supply of gold, or the cause of the 
extremely rapid rate, far surpassing anjdhing previously imagmed, 

* See the author s biography of GcOTg von Siemens in vol ii 1923 chaps 
m and iv, of Derfinamnelle Aufbau der Deutschen ElektnntiUs Industrie 
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of the upward movement m the following decades, solely m the 
tremendous nse m gold production 

At all events it remains an open question whether the upward 
movement of that time could have taken on such dimensions 
if the demand for money called forth by the general economic 
progress had come up against the solid bamer of an insuffiaent 
supply It was doubtless a fortunate coincidence that the grow- 
ing demand for money dunng the penod of boom was fairly easily 
satisfied by the growing output of gold How far stagnation or 
a low rate of mcrease m the production of gold would have pre- 
vented or limited the geographical expansion of gold currency, how 
far it would have been detnmental to the provisiomng of old gold 
standard countries with money , how far, by a still greater exploita- 
tion of the elasticity of the methods of payment based on credit, 
eqmhbnum could have been reached — all these are questions 
relating to a past which never existed, questions which can be 
answered only with a non hquet The analytical problem of the 
value of money is sufficiently comphcated and difficult, even 
when it concerns itself with no more than actual events It 
becomes insoluble when considered on the basis of events which 
have never happened 

^ 5 Commodity Prices, Discount Rates, and Fluctuations 
of the Trade Cycle 

On the other hand, it is possible to throw stiU more hght on 
the value of money in the economic development of the last decades 
before the War, by mvestigatmg the changes of pnces more 
closely, not only in their general but in their detailed tendencies 
From a study of the statistical table of wholesale pnces given 
on pages 554 to 556, no student of economic history can fail to 
recogmse the fact that the fluctuations m the mdex numbers 
coincide absolutely with the nse and fall of the trade cycle The 
years of good trade and of increasing enterpnse show higher mdex 
numbers Such are the penods 1852-1857, 1870-1873, 1879-1883, 
1887-1890, 1896-1900 1904-1907, and 1910-1912 The times of 
downward tendency show low mdex numbers, as will be seen 
from the penod after 1857, years 1874-1879, 1884-1887, 
1892-1896, 1901-1903, and 1908 and 1909 The change in the 
circumstances themselves is based on the structure of our eco- 
nomic scheme of things It is due to the fact that demand and 
supply are scarcely ever in a state of equilibnum, but tend towards 
equihbnum through their effects on pnces and on profits The 
penodic fluctuations m pnces and m rates of mterest are no thing 
more than an mtegral part of these great economic movements 
Now, it would in itself be conceivable that the up-and-down 
VOL n 37 
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movement of the trade cycle should be dommated, or at least 
strongly influenced, by changes operating on the side of money 
In fact, when senous disturbances m monetary systems take place, 
this effect — ^as has been discussed above m connection with the 
concomitants of changes m the value of money and the course 
of eVents smce the outbreak of war — ^is m every way probable 
If, however, we look at the actual developments of the last 
decades before the War, during which most countnes of the world 
enjoyed a well-ordered monetary organisation, the changes m 
the sphere of monetary systems ^ow no kmd of connection with 
the penodicity of the trade cycle The depression whidi followed 
the crisis of 1873 reached its end m the year 1879, which was 
just the time when gold production registered its greatest faUing- 
off and the supply of gold for Europe was particularly un- 
favourable in view of exceptionally large imports of gold mto 
the Umted States of Amenca and mto Incha ^ Then m the 
year 1883 another depression occurred, although the production 
of gold, and especially the supply of gold to Europe, were 
at that time favourable Dunng the penod of depression from 
1891 to 1895 the European gold standard countnes expenenced 
an influx of gold of a magnitude which had hitherto scarcely ever 
been registered When events took a turn in 1895 there occurred 
at the same time a considerable mcrease in the production of gold, 
but, as has been shown above, by far the largest part of the new 
gold was absorbed by the States which were going over to the 
gold standard, and by those which were consohdatmg their 
monetary system on the basis of the gold standard, namely, the 
Latm Umon, Russia, Austna-Hungary, India, and Japan 
Neither can the reaction which commenced in the year 1900 be 
explained by any factors operating on the side of money The 
set-back in the production of gold caused by the Boer War was not 
of any decisive importance, dthough it did m fact mtensify the 
acute shortage of money winch occurred towards the end of 1899 
At all events, in so far as concerns the reaction, equally mtense, 
and with similar concomitant phenomena of the year 1907, there 
IS a total absence of the factor of a fall m the production of gold, 
as in fact the output of gold reached record figures in those years • 

* Cf above, p 1 78 tnf 

' It IS impossible withm the confines of this book to discuss m detail 
and to controvert the theory of Sombart diametncally opposed to the 
above which sees the cause of every economic boom of importance m a nse 
m the production of gold We must content ourselves with the above 
assessment of the importance of that factor which Sombart regards as 
the only vital one Over and above this, we can only refer the reader to 
Sombart s article m vol cxm of the Schnfien des Veretns fur SonaipoMtk 
and to the author s article “ Der deuts^e Geldmarkt 1895 bis 1902,* 
m vol cx of the same 
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Above all, a companson of the course of rates of interest with 
that of commodity pnces shows that any explanation of the 
cychcal movement of trade and of the penodic fluctuation of 
pnces based on monetary changes is qmte out of the question for 
the penod imder consideration 

We have established above that m our modem monetary 
organisation a displacement m the exchange relation which ha^ 
its ongin m money must show itself first m the rates of mterest 
for short-term creit Falling pnces, attnbutable to a nse m the 
value of money, \/ould have to be accompamed by nsmg discount 
rates Rising prices, attnbutable to a too abundant supply of 
money, and accordingly indicating a fall m the value of money, 
would necessarily be accompamed by falhng rates of discount 
But a companson of the mdex numbers and the discount rates 
for the penod from 1870 up to the Great War, shows that 
although there is a certain connection between them, yet this 
connection happens to be diametncally opposed to that which 
would follow if we made money the startmg-pomt of changes in 
pnces and discounts Rises m commodity pnces are throughout 
concurrent also with rising rates of discount The great boom 
which set m after the War of 1870 brought with it, in addition to 
enormous nses m pnces, nsmg rates of iscount The reaction in 
pnces which occurred after the cnsis of 1873 brought with it a con- 
siderable reduction, and the improvement m pnces from 1879 on- 
wards resulted m a fresh nse in the rates of discount Dunng the 
economic depression and the lowest level of pnces reached m the 
penod 1883 to 1887-88, we observe a low rate of discount, a state 
of aflairs which gave way to a fresh nse, with the change m econo- 
mic circumstances towards the end of the eighties llbe first half 
of the nineties brought with it, simultaneously with the lowest 
level of index numbers registered in the mneteenth century, the 
greatest degree ever known in the fluidity of money and the 
lowest level ever reached by discount rates In Berlm the average 
market-rate of discount of the year 1894 was i 74 per cent In 
London dunng the year 1895 an average market-rate of discoimt 
was recorded of only 81 per cent The penod of boom which 
followed, and lasted up to the year 1900, brought with it, simul- 
taneously with a nse in the leadmg wholesale pnces, an excep- 
tional nse in the rates of discount In Germany the Reichsbank 
found it necessary in the last days of the year 1899 to raise its 
rate of discount to 7 per cent The market-rate of discoimt 
at the time exceeded 6 per cent both m Berlm and m London 
The reaction which began m the year 1900 brought with it, m 
addition to falhng pnces, an easing of the money market and falling 
rates of interest The same mterplay of events was repeated m the 
first decade of the twentieth century The new economic revival. 
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from 1904 to 1907, brought with rising prices a nse in the rates 
of discount also, which even surpassed that of the years 1899- 
1900 The rate of the Reichsbank went up to per cent 
Similarly, the economic reaction of the year 1908 brought a sharp 
fall both in pnces and m discounts Finally the rising tendency 
m economic conditions of the years 1912 and 1913 was accom- 
panied by a fresh nse in the rates of discount 
g^Monetary factors as such cannot explain this parallel course of 
wholesale pnces and rates of interest for short-term credit In 
fact, if an attempt were made at such an explanation we should 
find ourselves faced by an irreconcilable senes of facts On the 
other hand, this parallel course is not only exphcable, but appears 
as an absolutely necessary consequence, as soon as we leave on 
one side money as the dnving force in the movements of pnces 
and discounts, and take as our point of departure the factors 
which operate on the side of goods If the oscillation of the large 
waves of economic movement be taken as being conditioned by 
changes in the relation between production and demand, if 
mcreasing and insufficiently covered demand raises pnces and 
wages, and if, then, production expands and transactions multiply 
m number because of the higher pnces and profits, a greater call 
upon the money market necessanly ensues We have already, 
when deahng with the fluctuations in the demand for money, 
pointed to this effect of higher pnces and mcreased turnover 
The individual entrepreneur, when faced with larger turnover 
and higher pnces, seeks to obtain assistance by a greater recourse 
to credit, particularly by drawing or having drawn bills of ex- 
change for larger amounts upon himself, which when discounted 
tend to raise the rate of discount If, in the opposite case, the 
production of goods exceeds what the market can absorb, and 
if in consequence there is a reaction in pnces and profits, a 
paralysis of enterpnse, a contraction of turnover, and a reduction 
of wages, then a diminution in the calls upon the available supply 
of money ensues followed by reductions in the rates of interest for 
short-term credit 

Regarded in this hght, nsing rates of discount appear as a con- 
sequence of nsing pnces and an increasing turnover, and low rates of 
discount as a consequence of faUing pnces and a falhng turnover 

But we have estabhshed, when considenng the concomitants 
of changes m the value of money, a reversed causal nexus, viz 
that the rise m rates of discount, based on changes in the supply 
of and in the demand for money, exercises a pressure on pnces 
and turnover, whereas a reduction in the rates of discount tends, 
on the other hand, to bnng about a nse m pnces and turnover 
We thus have a kmd of reciprocity between pnces and turnover, 
on the one hand, and discount rates on the other, a reciprocity m 
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which effect reacts on cause m a modifying manner In itself each 
of the two factors can be either the detenmmng cause, or simply 
the modifying effect The nse m pnces and the mcrease of turn- 
over may be the cause of the nse in rates of discount, whilst the 
latter may simply react m a modifying manner upon pnces and 
turnover, or else the nse m rates of discount may be the cause of 
the fall in pnces and turnover, and this fall may merely react 
restnctively on the nse in rates of discount In the former case, 
the impetus and dnving force of the developments must he on the 
side of the goods The latter case occurs when the impetus and 
the dnving force proceed from the side of money The more 
neutral and indifferent is the behaviour of money in these processes, 
the more clearly does the dependence of the rates of discount on 
pnces and turnover appear For a nse m discounts caused by a 
nse in pnces cannot be explained by money becoming dearer, as 
dearer money must find its expression m falling pnces , and a low 
rate of discount caused by falling pnces cannot be deduced from a 
fall in the value of money, which must necessarily correspond to 
rising pnces So long as in the actual trend of events, the move- 
ment in rates of discount is dominated to the extent to which it was 
in the last decades before the War, by the trend of pnces and 
the trade cycle, it is at any time possible for those who desire 
to prove the existence of dear money to adduce in support of 
their argument falling pnces or nsing rates of discount But, 
on the other hand, m so far as falhng pnces are concerned, we 
can always point to the simultaneous reduction in the rates of 
discount, and in regard to nses in rates of discount we can always 
point to the simultaneous increase m pnces as a proof of the 
non-existence of a shortage and consequent dearness of money 
Actually the regular coincidence of nses m discounts and pnces, 
on the one hand, and of falls in pnces and discounts on the other, 
proves nothing more than that the influence of money, both on the 
movement of pnces as well as on the fluctuations of discount rates, 
takes a secondary place as compared with the effect produced by 
general economic conditions and movements and that, therefore, 
the factors operative on the side of money act both on the move- 
ment of pnces as well as on the changes of discount rates only in a 
modifying and therefore in a latent manner, but that they cannot 
be disentangled m any decisive way 

By these reactive and modifying influences on large-scale 
economic movements, money acts as a regulator of the penodic 
oscillations of economic hfe When conditions show an upward 
trend with enhanced pnces and turnover, which result m a more 
intensive use of the available supply of money, and thereby in a 
tightening of discount rates , and when, furthermore, the higher 
rates of discount retard the nse in pnces and the expansion 



570 


MONEY 


of undertakings, then this reaction, which proceeds from money, 
constitutes a safety-valve agamst the dangers of speculative 
excesses in production and m trade, and a corrective of the 
depression which mevitably succeeds an exaggerated exploitation 
of favourable economic conditions When, on the other hand, 
m the event of a general depression, the rate of interest for short- 
term credit is reduced, then the lower rate makes it easier to over- 
come the difficulties of the penod and encourages the revival of 
economic life and of the spirit of enterpnse 

^ 6 Wholesale Prices during the War and in the 
Post-War Years 

The War, and the period which followed the War, put every- 
thing m the sphere of monetary value out of joint, both in the 
belligerent countries and m the neutral States, m the countnes 
with a disorganised monetary system as well as m the Umted 
States of Amenca, the only State in the world which was able 
to maintain the gold standard 

A statistical survey of the development of wholesale paces in 
some of the most important countnes may be of use here 


Intermttonal Wholesale Index Numbers 
Annual Averages, 1913-1922 (1913=100) 
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The above table shows, first, the stnkmg fact that every- 
where — ^in the "victonous'’ as well as in the neutral and defeat^ 
countnes — ^the maximum pomt of wholesale paces was not reached 
durmg, but only after the War 
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InternaHonal Wholesale Index Numbers 
Monthly Averages, 1920-1922 (1913=100) 
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170 

124 

206 

February 

4 103 

158 

306 

162 

166 

126 

204 

March 

5 433 

160 

307 

161 

164 

125 

201 

April 

6355 

159 

314 

161 

165 

127 

198 

May 

6 458 

162 

317 

165 

164 

129 

194 

June 

7030 

163 

325 

167 

164 

131 

197 

July 

10 059 

163 

325 

162 

165 

131 

201 

August 

19 200 

158 

331 

155 

163 

131 

195 

September 

28 700 

156 

329 

153 

158 

136 

193 

October 

56 600 

158 

337 

156 

155 

145 

191 

November 

I15 100 

159 

352 

158 

154 

150 

188 

December 

H 7 » 50 c 

158 

362 

158 

155 

149 

183 

1923 








January 

278 500 

161 

387 

159 

156 

149 

184 

February 

1 

558 500 

164 

422 


158 

151 



For the Umted States of Amenca we find the maximum m 
January 1920, the figure being 227, for Japan in March 1920, 
322 , for England m the same month, 310 , for France m April 
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588 , for Sweden m June 1920, 366 , and for the Netherlands in 
July 1920, 297 Then the level of wholesale pnces began to fall 
m aill these countnes In the United States of Amenca the lowest 
point was already reached m May 1921 with a figure of 115, and 
the year 1922 brought, particularly in the second half, a rise to 
150 in November England, the Netherlands, and Sweden do 
not reach the bottom of the trough until the second half of the year 
1922, which year is remarkable for the small changes m the index 
numbers which took place in these countnes England registered 
156 and Holland 153 m September, and Sweden 154 m November 
Japan reached the mimmum with 183 in December 1922 On 
the other hand, France, whose wholesale index number had reached 
306 in February 1922, saw the level of pnces rise again up to 362 
in December, and to 422 m February 1923 

The course of development was qmte different m those States 
to which the so-called peace brought neither peace nor recon- 
struction but only disturbance and disorganisation 

In Germany, in particular, wholesde pnces developed as 
follows — 

Dunng the War the economic policy of Germany was successful 
(in spite of the blockade and the relative depreciation of the German 
currency, which made things more difficult for her) m keeping 
wholesale pnces at a lower level than in the other belligerent 
countnes, lower even than in most neutral States In the year 
1917 the German wholesale index number stood at 179, the 
Enghsh number at 204, the French at 261, the Swedish at 244, 
and the Dutch at 286 The Amencan figure of 170 was only 
shghtly lower than that of Germany The only substantially 
lower number was the Japanese of 149 Even the year 1918, with 
its sad ending for Germany, made no change m this respect 
When some day German economic pohcy dunng the War is more 
justly estimated than it is at present, under the pressure of 
defeat and of a bungled peace, this noteworthy fact will not be 
overlooked 

After the War, whilst in the "alhed and associated countnes" 
and m the neutral States the upward tendency of pnces at first 
slowed down and then became reversed, there was in Germany a 
most phenomenal chmb in pnces Already m the year 1919 the 
average index number was 415 — that is, more than 90 per cent 
higher than that of the previous year In March 1920, not 
qmte a year and a half after the Armistice, the average number 
was 1709 This represented a level nearly ten times as high 
as the average level of pnces of the War year 1917 There was 
then a drop to 1367 m July 1920, followed by a year of relative 
stabihty The mdex number of June 1921 was 1366 Then, 
however, a continually accelerating nse took place, until m 
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February 1923 the index number reached a figure of 558,470, 
and was thus more than 400 times the figure of June 1921 

^ 7 The Relation of Prices, Wages, and Currencies in 
Some Important Countries 

The mam outhne of the developments m retatlpnces and in the 
cost of Itvtng, wages and salaries calculated by the aid of retail pnces, 
conformed with that of wholesale pnces It is not possible to 
collate in this book all the extremely vaned matenal for the several 
countnes, however mteresting the conclusions to be drawn therefrom 
in regard to the problem of money value imght be For an exact 
study of the consequences and concomitants of great changes in 
the sphere of money, not only of " inflation ” and of " depreciation of 
currency,” but also of “ deflation ” and of “ appreciation of money,” 
the events in the vanous countnes dunng the War and post-war 
years open a wide field of inquiry so far left practically uncultivated 
The parallel character of the course of pnces and wages on the 
one hand and inflation and deflation on the other is unmistakable 
in general outhne The countnes which succeeded in the year 
1920 in arresting the tendency of their paper circulation to multiply 
and which managed to adopt a policy of contracting their circula- 
tion, were also able to reduce the level of their pnces and wages 
On the other hand, those countnes in which the flood of paper 
money continued to swell, found themselves faced with a further 
nse in pnces and wages It is, moreover, obvious that there 
exists a certain, though only general, quantitative agreement 
between the degree of inflation or deflation on the one hand and 
the degree of rise or fall of pnces and wages on the other 

But the relation between the currencies of individual countnes 
also shows an unmistakable connection with the level of pnces 
Taking December 1922 as our basis we find the following con- 
nection, using the rate of exchange for the dollar and the Amencan 
level of pnces as the standard 

The London rate of exchange on New York stood in the middle 
of December at 4 6337 dollars for a pound sterling This meant 
that measured by the gold par of exchange, the dollar was 4 8 
per cent above its normal value The English wholesale index 
number of December 1922, which stood at a figure of 158, was 
6 per cent higher than the Amencan figure of 149 

The Amencan rates of exchange in Sweden and in the Nether- 
lands stood approximately at gold parity The wholesale pnces m 
Sweden were, with a figure of 155, 4 per cent higher than in the 
United States, and m the Netherlands, with a figure of 158, they 
were 6 per cent higher 

The deviations m the index numbers of those countnes which 
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had succeeded in re-establishing an approximate panty between 
their currencies thus remamed withm remarkably narrow limits 
They were no greater than the deviations which even m peace 
times had always been occumng 

We can take France as the type of country with a moderate 
depreciation of the currency The rate of exchange on New York 
stood m the middle of December 1922 at 14 06 francs for one 
dollar The dollar was therefore 2 71 tunes higher than its peace 
time par of exchange The French wholesale mdex number stood 
at 362 and was 2 43 times the Amencan number Here too, 
therefore, there was agreement between the figures 

Considerably greater was the dispanty between the German- 
Amencan rates of exchange and the relation between German 
and Amencan pnces In the middle of December 1922 the dollar 
was quoted in Berlin at about 8000 marks, t e nearly 2000 times 
its pre-war pnce On the other hand, the German wholesale 
mdex number, with the figure of 147,500, was not qmte 1000 tunes 
as high as the Amencan number The expknation is not difficult 
to find The adjustment of the situation to the catastrophic fall 
in the German currency which had gone on from October was 
at first only partial This becomes clear if we analyse the general 
index number into numbers relatmg to home products and 
into those relating to imported goods The mdex number for the 
former was, taking the average for December, 128,330, and that 
for the latter had already reached the figure of 243,230, being 1630 
tunes the Amencan general index number 

It IS m the nature of things that the pnces of wholesale com- 
modities which are also the staple articles of world trade should show 
the greatest tendency to adjust themselves to alterations m rates of 
exchange Retail pnces, wages and salaries, and also the pnces of 
land, rents, and the values of mdustnal and commercial under- 
takings, depend to a larger degree on the special circumstances of 
mdividual countnes, and accordingly show in their relation between 
country and country far greater deviations from the relation for the 
time being of the rates of exchange than do wholesale pnces 

f 8 Germany — ^Wholesale Prices and the Cost of Living 

The movement of the wholesale index numbers, analysed into 
separate groups for imported goods and for home products, as well 
as the movement of tiiose factors which are m a greater measure 
dependent on local conditions, but are, together with wholesale 
pnces, of essential importance both in the statistical and in the 
analytical problem of tiie value of money, are shown m the table 
on p 575, which gives figiues for Germany for at least the last 
three years for which exact data have been worked out 
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i 

Wholesale Xndex Numbers 

Cost of Livmg 

Imports 

Exports 

(1913=1 ) 

Total 

Foodstufis 

(1913, 

Foodstuffs 
Clothing, 
Rents, 
Heatmg and 
Lightmg 
(14=1 ) 

1920 






January 

273 

96 

12 6 



February 

40 6 

12 I 

16 9 

95 

85 

March 

40 I 

12 5 

17 I 

II I 

96 

April 

34 4 

II 9 

15 7 

123 

10 4 

May 

258 

12 9 

15 I 

13 2 

II 0 

June 

21 2 

12 4 

138 

128 

10 8 

July 

19 0 

12 6 

13 7 

12 7 

10 7 

August 

20 4 

13 3 

145 

II 7 

10 2 

September 

22 3 

13 5 

150 

II 7 

10 2 

October 

23 3 

12 9 

147 

12 7 

10 7 

November 

23 6 

134 

15 I 

134 

II 2 

December 

20 2 

13 2 

144 

143 

II 6 

1921 






January 

182 

136 

144 

142 

II 8 

February 

166 

13 2 

138 

13 6 

II 5 

March 

16 2 

12 8 

134 

135 

II 4 

April 

156 

12 8 

133 

13 3 

II 3 

May 

15 2 

12 7 

13 I 

13 2 

II 2 

June 

16 0 

13 2 

137 

137 

II 7 

July 

17 2 

13 7 

143 

149 

12 5 

August 

194 

19 I 

19 2 

159 

133 

September 

26 4 

195 

20 7 

16 I 

13 7 

October 

35 9 

22 4 

24 6 

17 I 

150 

November 

566 

29 7 

34 7 

21 9 

178 

December 

50 7 

31 7 

34 2 

23 6 

193 

1922 






January 

50 8 

338 

36 7 

24 6 

20 4 

February 

580 

376 

41 0 

30 2 

245 

March 

746 

503 

54 3 

360 

29 0 

April 

82 0 

59 9 

636 

43 6 

34 4 

May 

862 

60 3 

646 

468 

380 

June 

948 

654 

703 

51 2 

41 5 

July 

1385 

930 

100 6 

684 

53 9 

August 

3249 

1655 

192 0 

97 5 

77 7 

September 

431 I 

258 2 

287 0 

1542 

133 2 

October 

9034 

4985 

5660 

266 2 

220 7 

November 

2141 5 

9529 

I151 0 

5498 

4461 

December 

24323 

12833 

14746 

807 0 

685 I 

1923 






January 

47583 

2390 I 

2784 8 

1366 0 

1120 0 

February 

87964 

4942 4 

55847 

3183 0 

2643 0 

March 

6815 9 

4502 6 

4888 2 

33150 

2834 0 
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The most vanable element m these columns is that of the pnce 
of imported goods Even when the rate for the dollar is not 
shown side by side with the pnces of these, it is clear that they 
reflect the fluctuations of the German currency in terms of the 
money of the world market, modified by movements m the gold 
pnces of the world market 

The pnces of the domestic wholesale commodities follow 
hcdtingly and hesitatmgly When the dollar rate nses sharply, 
these pnces remain at first strikingly behind the level of pnces 
of imported commodities, yet, when the dollar rate and the pnces 
of imports begin to fall, they contmue the process of approxima- 
tion by continuing to nse When in the year 1920 the Berhn 
dollar rate, with an average of 99 ii marks (equal to 23 6 tunes 
par), reached its maximum for the time being in February, the 
index number for imported goods m Germany stood at 40 6 ^ 
The index number of German domestic goods was then 12 i — 
that IS, about 30 per cent of the index number for imports In 
the following months the index number for imports fell, step by 
step, with the dollar rate, to 19, at which figure it stood in July 
1920 At the same time the index number for home products 
continued to nse to 12 6 and was then 66 per cent of the index 
number for imports Then followed a year of relative stabihty 
m the rates of exchange and in wholesale prices, a year m which 
the index for home products approached still more to that of 
imported goods In May 1921 the relation of the two indices 
was as 15 2 to 12 7, and the index for home products was thus 84 
per cent of the index for imported goods 

When in the second half of the year 1921 the consequences 
of Germany’s subjection to the London Ultimatum and of the 
unfulfiUable conditions imposed upon her by that ultimatum 
manifested themselves in the inauguration of the collapse of the 
German currency, the prices of imports went soanng upwards with 
the rate for the dollar 

In November 1921 the index for imports was already 566 
The index for home products followed in its wake, but the margm 
between the two went on widening and m November the index 
was 29 7 — ^that is, 52 per cent of the index for imports When the 
index of the exchanges and that of imports took a downward course 
m the following months, the pnces for home manufactures con- 
tinued to nse In January 1922 the two indices were 50 8 and 33 8, 
and home pnces thus again stood at 66 per cent of import pnces 

> That the index number of German imports at 40 6 was at that tune 
higher than the figure of 23 6 for the German currency derived from the 
dollar rate can be explamed by the &ct that the American mdex number 
for wholesale pnces stood at 226 Translated mto German money this 
gives for Amencan wholesale pnces a figure of 23 6 x 2 26=53 3 which is 
quite considerably higher than the mdex number of German imports 
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This relation continued right up to the second half of the year 
1922, both index numbers nsing the time In July 1922 the 
index for imports was 138 5, and that for home manufactures 
93 o, the latter thus being 67 per cent of the former When, at 
this point, French threats of violence precipitated the actual 
catastrophe of the German exchanges, the pnces of imports and 
of home manufactures, although the latter rose upwards sharply, 
moved widely apart In November 1922 the index of imports was 
2141 5 and that for home goods 952 9=45 per cent of the mdex 
for imports On the 5th February 1923, the statistical basic 
date after the highest rate of the dollar had been registered (49,000 
marks on 31st January), the import index of 11,176 contrasted 
with the home mdex of 4925 The relation of the latter to the 
former was thus only 44 per cent In the meantime action had 
been imtiated to keep down the rate of exchange of the dollar, and 
resulted in the dollar rate dropping on the 15th February to 
19,500 marks as against 42 250 marks on the 5th February This 
pohcy resulted further in a very large drop m the import mdex, 
whilst the pnces of home products remained nearly stable On 
the 15th February the two indices were 7963 and 4873 respectively, 
and the home index had thus nsen in ten days from 44 per cent 
to 61 per cent of the import index 

Even more steady than the curve of the index numbers of 
home produced wholesale commodities is the curve of retail pnces 
and of figures of the cost of hving, chiefly based on these This 
apphes mainly to figures of the total cost of hving, including rents 
Government control of wheat, which was still partly in force, and 
the control of rents, which was fully m force, visibly depress the 
curve of cost of living These factors entered into play especially 
in times of sharp nses of the rates of foreign exchange In 
February 1920 the mdex of the cost of hving was 8 5, and was 
about half the wholesale index of 16 9 In the following months 
in which the exchanges improved and wholesale pnces fell, the 
figures of cost of living went on nsing They stood in June 1921 
at the figure of ii 7, as against the wholesale index of 13 7, the 
difference between the two senes of numbers being thus narrowed 
down to about 14 per cent The sharp fall in the mark, however, 
which began in the second half of 1921, again widened the gap 
between the two senes of figures In November 1921 a wholesale 
index of 34 2 contrasted with an index of the cost of hving of 17 8 
When the German currency again collapsed in the second half of 
1922, the difference became still greater In January 1923 the 
index of the cost of hving was 1120, and was only about 40 per 
cent of the wholesale index of 2785, and m March 1923, the last 
month for which at the time of wntmg figures are available, the 
relation stood at 2854 ^ind 4888 
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The part played m the cost of hvmg figures by the vanous 
categones of expenditure will be seen from the following statistical 
table — 



Thus up to March 1923 rents had nsen as compared with 
pre-war figures by only ^th of the figures for clothing, by 
of the figures for hght and fuel, and by of fho figures for 
food It IS only because of the relatively small nse in rents that 
the cost of hvmg index number, with a figure of 2854, was sub- 
stantially lower than the indices for food, clothing, and hght and 
fuel, which were 3315, 4323, and 5529 respectively 


^ 9 Germany — Wages and Salaries 

For the War years and for the first years after the German 
Revolution and the conclusion of Peace, the available data regard- 
ing developments m wages and salanes have not yet been suffi- 
ciently examined and calculated to enable one to form a final 
judgment Broadly speaking, the nse m wages for all kinds of 
labour from the outbreak of war up to the autumn of 1917 remained 
withm comparatively narrow hmits Only on the mitiation of the 
so-called Hindenburg programme did a convulsive nse m wages 
show itself The Revolution brought in its tram the legal 8-hour 
day, numerous stakes, and other frictional forces, which aggravated 
the physical exhaustion and helped to reduce further the already low 
productivity of labour At the same time the power of Labour was 
mcreasing, and m the knowledge of its power Labour was makmg 
claims for lugher wages This resulted m a race between wages and 
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pnces, m which wages may for the tune being have stolen a march 
on pnces, but were m the long run always overtaken by the latter 
The position as to the relation between pnces, cost of hvmg, 
and wages is shown in the subjomed statistical table — 


Penod 

Whole 

sale 

Index 

Number 

(1913 

=1) 

Cost of 
Food 

(1913/14 

=1) 

Cost of 
Livmg 

(1913/14 

-I) 

j 

Index of the 
Weekly 
Wages 
(fixed by 
Agreement) of 
^ult Metal 
Workers 
paid by 
! Time 

(July 1914 

= 1) 

Index of 
Average 
Monthly 
Wages of 
unskilled 
mamed 
Labourers in 
Government 

1 Establish 
ments 

over the age 
of 24 m local 
Class A 
(end of 1913 

=1) 

January 1921 

14 

14 

12 


II 

1922 

37 

25 

20 


20 

April 

64 

44 

34 

34 

30 

July 

lOI 

68 

54 

56 

57 

August 

192 

98 

78 

76 

85 

September „ 

287 

154 

133 

135 

161 

October , 

566 

266 

221 

193 

190 

November , 

I1I51 

550 

446 

334 

332 

December 

I 475 

807 

685 

598 

552 

January 1923 

2 785 

I 366 

1 120 

997 

888 

February , 

5 585 

3 183 

2643 

2 326 

I 852 

March 

4888 

3 315 

2 854 

2 978 



The wages of unskilled labour are seen by these figures to have re- 
mained, nght up to the second half of 1922, in an approximate state 
of balance with nsing cost of hving (including rents), whilst they 
had already at the beginmng of 1922 fallen considerably below 
the nse in wholesale pnces Even in August 1922, when the 
wholesale mdex had nsen to 192, the wages of an unskilled adult 
workman m the metal industry had already nsen 76 times, and 
in the State factones 85 tunes, above pre-war wages, whilst the 
cost of hving index for the whole Empire was 78 times the pre-war 
figure In the followmg months, however, the nse m wages did 
not keep pace wth the increasing dearness of all the necessanes 
of hfe, the pnces of which were nsing by tremendous leaps In 
February 1923 the real wages of an unskilled mamed labourer 
in the met^ trades were, measured by the cost of hving index 
of the Impenal Statistical Office, only 88 per cent of the pre-war 
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wages, and the wages of an unskilled mamed labourer employed 
by the State were only 70 per cent of the pre-war rate The 
drop in pnces which has since set in has, taking into account the 
stability and even the further nse of wages in some cases, brought 
about a certam degree of adjustment 

Wages for unsfalled labour should not, however be taken as 
in any way t3rpical of the course of wages for labour generally 
They should not be taken as such even for the group of wage- 
earners as a whole, far less for the salanes of commercial and 
technical employees, of civil servants, or for professional earnings 
The following statistical table shows the enormous extent to 
which the wages in the vanous groups came to differ from each 
other — 


Average Monthly Wages of State Labourers more than 
24 Years of Age tn Class A Localities 


Period 

Skilled 
Labour 
(Artisans of 
Wage Group 
III) 

Semi skilled 
Labour 
(Assistants in 
Wage Group 

V) 

Unskilled 
Labour 
(Wage Group 
VII) 


Single 

1 Mamed 

Single 

Mamed 1 

Smgle 

Married 


A Monthly Wages in Marks 


End of 1913 

150 

136 

103 

January 1921 

I 186 

I 269 

I 123 

I 206 

I 082 

1 165 

January 1922 

I 924 

2 257 

I 820 

2 153 

1758 

2 090 

July 

5 491 

6 261 

5 221 

5990 

5075 

5 845 

August 

8 362 

9298 

7 966 

8 902 

7 821 

8757 

September 

I5Q54 

17 618 

15 246 

16 910 

14 914 

16578 

October 

17654 

20 718 

16 846 

19 910 

16514 

19578 

November 

29 848 

36 192 

28 600 

34 944 

27 872 

34 216 

December 

48 464 

59 904 

46384 

57 824 

45448 

56 888 

January 1923 

78 529 

96 408 

75 192 

93 080 

73 528 

91 416 

February 

164 944 

201 136 

157 872 

194 064 

154 544 

190 736 

B 

Relative Figures (end 

0 

M 

VO 

M 

il 



January 1921 

8 

8 

8 

9 

II 

II 

January 1922 

13 

15 

13 

16 

17 

20 

July 

37 

42 

38 

44 

49 

57 

August 

56 

62 

59 

65 

76 

85 

September 

106 

117 

112 

124 

145 

1 61 

October 

118 

138 

124 

146 

160 

190 

November 

199 

241 

210 

257 

271 

332 

December 

323 

399 

341 

425 

441 

552 

January 1923 

523 

643 

553 

684 


888 

February , 

I 100 

L34I 

I 161 


I 500 

I 852 
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The nse ui the wages of seim-skiUed and skilled labour is thus 
considerably less than the nse in the wages of unskilled labour 
This observation apphes to all branches of industry, and not 
only to the wages of workmen employed by the State, and has 
caused the difference between the wages of skilled and unskilled 
labour to shrmk almost to vamshing pomt Whereas before the 
War the skilled workman employed by the State received 45 6 
per cent more than the unskilled man, yet in February 1923 
the difference was only 5 4 per cent 

Although this development is unfavourable to skilled labour, 
it IS even more unfavourable when we consider actual brain 
workers The developments m the salanes of officials illustrate 
this 


Average Monthly Salanes of Civil Servants in Class A Localities 
(Wage Group and Family Circumstances) 



Higher 

Middle grade 

Junior 


Officials 

Officials 

Officials 

Period 

(Group XI) 

(Group VIII) 

(Group III) 


Single 

Married ! 

Single 

I Mamed 

Single 

Mamed 


A Monthly Salaries in Marks (excluding Tax Deductions) 


1913 

February 1922 

April 

July 

October 

December 

Jcinuary 1923 

February 


608 


4587 

5 363 
10 685 
42 267 

1 19 837 
195 773 

412 III 


5067 
6 222 
12 193 
48 611 
138 487 
226 523 
476 211 


367 


3007 

3 814 
7587 

30 084 

85 295 

139 343 

293 323 


3487 
4673 
9095 

36 428 
103 945 

I 70 093 

357 423 


165 


1 972 

2 666 
5 290 

18 382 
52 116 
85 140 
179 224 


2452 
3 524 
6,798 

24 725 

70 766 

1 15 890 
243 324 


B Relative Figures (end of 1913=1) 


February 1922 

8 

8 

8 

10 

12 

15 

April , 

9 

10 

10 

13 

16 

21 

July 

18 

20 

21 

25 

32 

41 

October 

70 

80 

82 

99 

III 

150 

December 

197 

228 

232 

283 

316 

429 

January 1923 

322 

373 

380 

463 

516 

702 

February , 

678 

783 

799 

974 

I 086 

i»475 


The nse as compared with pre-war salanes was, therefore, 
considerably less for civil servants of the middle grades than for 
those of lower grades, and the higher officials were even worse 
off Before the War the higher official of Group XI received 
VOL II 38 
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3 7 tunes as much as the lower official of Group III He now 
obtains less than double 

As compared with the wages of imskilled Government labour, 
which we shall take as loo, the wages of semi-skilled and skilled 
labour and the salanes for the lower, middle, and higher grades 
of civil servants, measured by the figures for 1913 and the month 
of February 1933 respectively, were as follows — 


Wages or Salary of Mamed Workers 
classified as under — 

In the Year 

1913 

In February 

1923 

Unskilled workmen 

100 

100 

Semi-skilled „ 

132 

102 

Skilled ,, 

146 

105 

Junior grade officials 

160 

127 

Middle ,, „ 

356 

187 

Higher „ 

590 

249 


The middle grade official whose salary before the War was 
more than 3J times as much as the wage of the unskilled labourer 
does not to-day receive even twice as much The higher grade 
official whose salary was nearly 6 times the wage of the un- 
skilled labourer draws to-day less than 2J times as much 

If the conception of "real wages be applied to salaries, and 
if the index numbers of the cost of hving calculated by the Impenal 
Statistical Office are taken as a basis, we obtain the following 
picture for February 1923 — 


Index Number of Cost of Living in February 1923 2643 


Group of Workmen or 
Ofiicials 

Relative Figures of 
Wages or Salanes 
(1913=1) 

1 

Real Wages m 
February 1923 as 
Percentages of Real 
Wages of 1913 

Unskilled labour 

1.852 

Per cent 

70 

Semi-skilled „ 

1.427 

54 

Skilled „ 

1.341 

51 

Lower grade officials 

1.475 

56 

Middle „ ,, 

974 

37 

Higher „ 

783 

30 
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Therefore the unskilled workman still drew m February 1923 
as much as 70 per cent of his pre-war real wages, while the higher 
grade ofhaal had to be satisfied with 30 per cent of his pre-war 
real salary 

The development of the salanes of civil servants is typical of 
the wages of ordinary employees In banking, for example, the 
employee who drew before the War for more difficult work 
(Group III) 163 per cent of the salary of the jumor bank clerk 
(Group I), m February 1923 drew only 113 per cent 

The equahsation of the levels is stiU further intensified by 
the graduated income tax 

Professional earnings, such as those of medical men, lawyers, 
umversity professors, authors, artists, etc , apart from a few rare 
exceptions, followed an even more unfavourable course than the 
salanes of officials 


^ 10 Germany — Quotations and Yields of Securities 

Secunties are of three t37pes — 

1 Fixed mterest-beanng bonds expressed m German currency 
(Impenal and Federal State loans, communal loans, mortgages, 
and mdustnal bonds) 

2 All kinds of secunties expressed in foreign currencies 

3 Home dividend-beanng secunties, particularly shares 

The first type has in essentials met with the same fate as 
German money As these secunties constitute a claim to a 
specified sum of German money, it follows that they had neces- 
sanly to suffer the depreciation of the German money in 
which they are expressed Behind the enormous changes in 
German currency there were all those influences which in normal 
times affect the pnce quotations of fixed mterest-beanng secur- 
ities, particularly the changes in the rate of interest for long-term 
credit In the depreciating German currency most of these bonds 
were quoted at a rate even lower than that of pre-war days Not 
until the autumn of 1922 was there any marked improvement 
in their rates This improvement raised the rate of some few 
of these secunties far above their nominal value The cause 
of this IS to be found in rumours that a "valonsation” of the 
secunties in question was within the region of possibihties The 
greatest nses were registered by the German loans for occupied 
temtones, the rate for which went for a time to 20,000 per cent , 
simply on account of a rumour that England would take over these 
loans and would convert them into pounds sterlmg at a favourable 
rate But m the case of other Impenal and Federal State loans 
also it was hoped that they would appreciate m value when the 
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mark became stabilised The same apphes to mortgage-bonds, 
the market-rate of which was raised considerably by the propa- 
ganda for the revaluation of mortgage debts 

The Impenal Statistical Of&ce has calculated the followmg 
mdices for the fixed xtderesirbeartng secunttes which are quoted 
on German Stock Exchanges — 


Monthly 

and 

Yearly 

Averages 

German 

Im 

penal 

Loans 

German 

Pro 

vincial 

Loans 

German 

Mum 

cipal 

Loans 

Land 

Mort 

gage 

Bonds 

Mort 

gage 

Bonds 

General 

Index 

Number of 







securities 

13 

9 

28 

II 

9 

70 

1922 







January 

87 

90 

89 

j lOI 

106 

93 

February 

87 

89 

89 

100 

105 

92 

March 

88 

87 

89 

98 

104 

92 

April 

90 

86 

89 

97 

103 

92 

May 

92 

85 

90 

97 

103 

92 

June 

1 93 

84 

90 

96 

103 

92 

July 

93 

82 

89 

96 

103 

92 

August 

95 i 

80 

86 

94 

100 

90 

September 

100 

77 

86 

92 

98 

90 

October 

104 

77 

83 

92 

96 

89 

November 

179 

91 

95 

116 

III 

116 

December 

505 

104 

102 

133 

123 

186 

Average for year 


86 





1922 

135 

90 

lOI 

105 

lOI 

1923 







January 

925 

127 

127 

281 

174 

311 

February 

I 407 

152 

198 

378 

259 

456 


The movements m the quotations of foreign secunttes are mfluenced 
by the course of the rate of exchange of the currency m terms of 
which they are expressed 

Of special interest is the course of development m the third 
category — that is, in dtvidend-producmg stocks and shares 

The course of stocks and shares can be seen from the statistical 
table on p 585, which has been prepared from calculations made 
by the Impend Statistical Office from the beginnmg of the year 
1914, and divided mto groups for mimng and the heavy mdus- 
tnes, manufacturing industries, trade and commerce ^ 

' For the method on which these mdex numbers for shares have been 
calculated see in particular Wtrtschaft und Siattstth, 3rd year. Nos 3, 4, 
p logettnf 
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Index Numbers of Stocks and Shares calculated by the 
Imperial StattsUcal Office (1913=100) 


Months 

Mmmg and 
Heavy 
Industnes 

Manu 

facturmg 

Industnes 

Trade and 
Commerce 

General 

Index 

Number 

1914 





January 

105 

102 

102 

102 

February 

106 

104 

102 

104 

March 

103 

102 

TOO 

102 

April 

100 

100 

97 

99 

May 

100 

98 

98 

98 

June 

99 

96 

97 

97 

July 

88 

85 

92 

87 

1917 




126 

December 

144 

130 

102 

1918 




126 

January 

144 

131 

103 

February 

147 

136 

106 

131 

March 

148 

138 

106 

132 

April 

151 

138 

107 

133 

May 

157 

145 

108 

138 

June 

154 

143 

108 

137 

July 

153 

145 

109 

137 

August 

160 

152 

III 

143 

September 

148 

143 

107 

135 

October 1 

115 1 

113 

96 

109 

November 

99 

95 

90 

95 

December 

89 

89 

87 

88 

1919 

98 




January 

99 

92 

97 

February 

95 

lOI 

93 

98 

March 

92 

100 

95 

97 

April 

91 

99 

95 

96 

May 

87 

93 

90 

91 

June 

93 

100 

96 

96 

July 

99 

104 

92 

100 

August 

98 

103 

91 

99 

September 

116 

117 

98 

112 

October 

132 

130 

105 

124 

November 

137 

130 

105 

125 

December 

144 

130 

104 

127 

1920 




166 

January 

204 

172 

121 

February 

256 

212 

139 

200 

March 

253 

207 

136 

196 

April 

231 

195 

130 

184 

May 

196 

169 

119 

i6o 

June 

218 

173 

122 

167 

July 

270 

191 

122 

187 

August 

295 

213 

127 

204 

September 

311 

232 

136 

220 

October 

337 

263 

150 

145 

November 

348 

282 

158 

260 

December 

366 

303 

159 

374 
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Index Numbers of Stocks and Shares — continued 


Months 

Mining and 
Heavy 
Industries 

Manu 

factunng 

Industries 

Trade and 
Commerce 

General 

Index 

N nmber 

1921 





January 

366 

308 

163 

278 

February 

340 

286 

159 

260 

March 

348 

293 

159 

265 

April 

364 

306 

158 

275 

May 

366 

312 

155 

277 

June 

383 

348 

155 

299 

July 

41 1 

408 

163 

337 

August 

463 

484 

174 

389 

September 

614 

618 

212 

492 

October 

734 

825 

269 

644 

November 

1 044 

I 189 

423 

936 

December 

791 

940 

329 

731 

1922 





January 

861 

970 

321 

743 

February 

1,019 

I 099 

330 

841 

March 

1 162 

I 335 

349 

986 

April 

1 185 

I 386 

348 

I 018 

May 

1 036 

I 166 

317 

873 

June 

1 038 

1 070 

2Q9 

823 

July 

1 158 

1 157 

320 

897 

August 

1 615 

1 417 

429 

I 156 

September 

1 746 

1 500 

534 

I 262 

October 

2 922 

2 309 

q8o 

2 062 

November 

8457 

5 458 

I 904 

5070 

December 

13 065 

10 516 

3 538 

8 981 

1923 





January 

29 623 

25 017 

10 979 

22 429 

February 

52 845 

53 288 

23 028 

45 770 

March 

42 034 

39.659 

15 590 

33 635 


The tension which preceded the outbreak of war manifested 
itself in a depression of the quotations of stocks and shares, and 
the general mdex number, therefore, fell m July 1914 to 87 per 
cent of that of 1913 At the outbreak of war Stock Exchange 
quotations were suspended When these were resumed m 
December 1917 the general mdex number was 126 This high 
figure was due to the favourable estimate of the position and 
prospects of the German mdustnes, and m part also to the depre- 
ciation of the German currency, which had already taken place 
Up to August 1918 the nse m the quotations was moderate The 
average for August was 143 The effect of the pohtical and 
mihtaiy collapse was m part balanced by the depreaation of 
German money This explains why the general mdex of the 
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rates of stocks and shares had not by December 1918 fallen lower 
than 88 As the mark had by that tune dropped to less than 
half its ongmal gold eqmvalent, this index number, recalculated 
m gold, meant that German stocks and shares were only about 
40 per cent of their pre-war pnce 

From the year 1919 onwards the movements m the foreign 
rates of exchange became clearly apparent in the Stock Exchange 
quotations, m direction though not in extent In January- 
February 1920 the Berhn dollar rate reached for the ^t time 
the figure of 100 This corresponded to a fall of the mark to 
^th of its gold panty The index for stocks and shares reached 
in February 1920 its maximum for the time being with the figure 
of 200 Translated into gold, this index number meant about 
8 per cent of the pre-war rate Nevertheless, in the following 
months up to May, the penod during which the German currency 
improved, there was a reversal in the quotations, although only 
a shght one 

The same development, but much more strongly marked, was 
repeated dunng the second half of the year 1921 The ill-fated 
attempt to comply with the London Ultimatum, which precipitated 
a nse of the dollar rate to 300 in November, resulted in the first 
panic, which was marked by soanng prices on the stock and share 
market The index number of mining and heavy industnal shares 
went to 1044, that of manufactures to 1189, and only because the 
shares of trading and commercial concerns (particularly bank 
shares) lagged behind at 423 did the general index number for 
November 1921 stand no higher than 936 As the factor of 
depreciation of the mark, as measured by the dollar rates, on the 
average of November 1921, amounted to more than 60, even the 
highest and most favourable group index (1189 for manufacturing 
concerns) when calculated on a gold basis meant less than 20 per 
cent of the pre-war rate 

The complete collapse of the German currency, which began 
in the second half of 1922 and which culmmated at the end of 
January 1923 with a dollar rate of 50,000 marks (the average dollar 
rate of February being 27,818 marks), caused the share market to 
soar at a rate previously undreamed of The general index of 
share pnces rose in February 1923 to 45,700, the group indices for 
heavy industnes and mimng as well as for manufactures rising to 
about 53,000 As, measured by the value of gold, the mark was 
worth only of its former value, and as the general index 

number of German shares was about 458 times the pre-war figure, 
both indices taken together show that, measured in gold, German 
shares reached m February 1923 an average of only about 6 9 
per cent of the pre-war pnce At that time the gold value of 
German shares had even to some extent again nsen above the 
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lowest figure attained, as will be seen from the followmg statistical 
table — 

Share Index for 1918-1923 
On a Gold hosts, using the dollar rate as standard 


Year or Month 

Mining and 
Heavy 
Industries 

Manu 

factores 

Trade and 
Commerce 

General 

Index 

1918 

1006 

951 

745 

91 1 

1919 

279 

29 I 

264 

28 2 

1920 

193 

152 

95 

144 

1921 

22 2 

21 3 

92 

179 

1922 

II 6 

12 I 

35 

93 

March 1922 

17 2 

197 

51 

14 6 

June 

137 

14 2 

39 

10 9 

September „ 

50 

43 

15 

36 

December ,, 

72 

58 

2 0 

50 

January 1923 

69 

58 

26 

52 

February „ 

80 

8 0 

35 

69 

March , 

83 

79 

31 

67 


In these figures the “watenng” of the gold capital of German 
companies (by the issue of new shares at relatively low pnces 
in German paper money) has been taken mto account by the 
addition to the Stock Exchange quotations of appropnate figures 
based on the subscnption-nghts The fall in shares to but a small 
percentage of their pre-war gold value is not, therefore, due to 
any such watenng This becomes absolutely clear when we 
observe the developments in the quotations for shares of such 
companies as have m no way increcised their share capital since 
the outbreak of war An example is the Gelsenkirchen Mimng 
Company (Gelsenkirchner Bergwerks A G ) The shares of this 
company were quoted m January 1914 at about 190 Translated 
mto Amencan money at pre-war par value this pnce corresponded 
to a value for a looo-mark share of about 450 dollars On the 
28th March 1923 the pnce of the shares was 67,500 marks, which, 
takmg the dollar rate at the time at about 21,000 marks, corre- 
sponded to a pnce per share in Amencan money of about 32 dollars 
On a gold basis the pnce of this important German secunty, m 
no way detrimentally affected by watenng, was thus at the end 
of March 1923 only about 7 per cent of the pre-war pnce 

Thus even the “mtnnsic values" embodied in jomt-stock com- 
pames underwent considerable depreaation m those days of 
storm and stress, and this is shown m the clearest way by a general 
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estimate of the value of Gennan shares both at the beginmng of 
the War and at the end of 1922 

Before the War (on the 31st December 1913) the 5486 German 
pubhc compames had a capital of the nommal value of 174 
milhard gold marks, their Stock Exchange value being 31 2 
milhard gold marks 

Up to the 31st December 1921 the number of German pubhc 
compames had nsen to 9669 and their nominal capital to 1054 
milhard marks The average share index of the Impenal Statisti- 
cal OfBce for the month of December 1922 was 90 tunes the pre- 
war figure This index was calculated, however, by adding the 
various subscnption-nghts acquired from time to time Neglect- 
ing these additions — and this is necessary in any estimate of the 
total share capital available at the end of 1922 — ^the index cal- 
culated by the Industne- und Handelszettung, from quotations on 
the 27th December 1922, of 140 shares of various kinds, an mdex 
which was 54 tunes the pre-war figure is probably about correct 
As the average level of pnces of shares quoted dunng the year 
1913 was about 180 per cent of the nominal value, we have for the 
end of 1922 an average level of 9720 per cent of the nominal value 
The nominal capital being taken at about 105 milhard marks, the 
total value of the share capital at the end of 1922 is thus about 
10 bilhon marks 

The dollar rate at the end of December 1922 was about 7500 
marks This gives one gold mark as being equivalent to 1800 
paper marks The aggregate of 10 billion paper marks of the 
German share quotations was therefore equivalent to a gold value 
of about 5 6 milliard marks, as against 31 2 milhard gold marks on 
the 31st December 1913 Although therefore, the nommal capital 
of German pubhc companies had risen since 1913 — by increased 
share capital and by the dotation of new companies — ^from 17 to 
105 milliard marks — that is, about sixfold, — yet the value of the 
quotations expressed m gold had fallen to not much more than ^th ^ 
In the money value of earmngs of capital we must differentiate 
between interest and share dividends, etc 

The interest earned by capital invested m German currency is 
to-day the same m paper marks as it used to be m gold marks 

I While the above calculations were being set up the Impenal Statis 
tical Office published m Wirtschaft und Statishk 3rd year, No 7 a calcu 
lation accordmg to which the gold value of the capital invested m shares 
smce the end of 1913 in new compames and m capital extensions of exist 
mg companies amounted to 5 8 milliard gold marks This means that 
translate mto gold values the aggregate stock exchange value of all German 
shares at the end of 1922 was even a httle lower than the gold value of the 
new mvestments as &om the beginnmg of 1914 The gold basis shows 
therefore a loss in the aggregate value of German shares which exceeds 
somewhat the stock exchange value of all German shares at the end of 1913 
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The owners of loaned capital have not been able to escape any 
of the adverse effects of currency depreciation upon interest any 
more than upon their capital stock 

As regards profits, however, it has not been inherently 
impossible to adjust these to the currency depreciation, but such 
adjustment has taken place only to a modest extent How modest, 
may be seen from a companson of the share quotations with the 
distnbution of dividends 

According to the statistics of the Industrie- und Handelszeitung, 
the actual earnings of share capital on the 27th December 1922, 
calculated on the basis of the share quotations at this date and 
of the dividends actually paid, were as foDows — 


Number 

of 

Com 

pames 

Type of Share 

Quotation 
as a 

Percentage 
of 1913 
Quotation 

Interest 
as a 

Percentage 

of 

Quotations 

9 

Banks 

3042 6 

0 34 

4 

Loan Issue Banks 

6364 

0 81 

6 

Railways and tramways 

69954 

0 07 

8 

Shipping compames and dockyards 

6531 2 

0 17 

6 

Breweries 

14163 

0 50 

12 

Textile factones 

9415 9 

0 25 

12 

Coal mines 

6661 9 

0 II 

16 

Iron mines and foundnes 

9633 8 

0 14 

4 

Potash mmes 

10 192 8 

0 13 

12 

Metal factones 

5669 7 

0 17 

10 

Machine factones 

42584 

0 21 

15 

Chemical factones 

3407 7 

0 25 

11 

Electncity companies 

6035 4 

0 22 

9 

Paper factones 

54870 

0 34 

6 

Estate companies 

1666 7 


140 

Average 

54034 

0 26 


Thus the average actual dividend earned by German shares was 
at the end of 1922 not much more than J per cent of their quoted 
value Before the War the actual dmdend-earmng capacity of 
German public companies was scarcely lower than 5 per cent 
Measured by share quotations, therefore, the earmngs fell to -^th 
of the pre-war rate As, however, the share quotations them- 
selves lagged bdiind the depreciation in the currency, the fall 
m the real earmngs of the capital invested in German companies 
was actually much greater In order to obtain a clear idea of 
this, one need only compare the dividends declared by German 
compames m 1913 with those declared m 1922 
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Quotations of German shares 
at the end of 1913 
Total of dividends in 1913 
at 5 per cent 

Add 5 per cent for the 5 8 
milhard gold marks 
newly invested between 
1914 and 1922 

Quotations of German shares 
at the end of 1922 
Total of dividends in 1922 
at i per cent 


31,200 miHion gold marks 

,» 9t >1 

290 ,, ,, >, 

I 850 million gold marks 

10,000 milhard paper marks 

25 „ „ M 


The paper mark dividends of 1922 were, therefore, only about 
times the gold mark dividends of 1913, whereas the paper 
mark in 1922 was worth, when the average dollar rate was about 
1890 marks, about -riuth ^ gold mark This gives the 

result that, measured m gold, the dividends of German pubhc 
companies in 1922 amounted to only about 55 milhon gold marks, 
* e including the new investments between 1914 and 1922, to only 
about 3 per cent of the amount for 1913 


^ II The Factors underlying Changes in the Value of 
Money during the War and in the Post-War Years 

In the previous paragraphs we have been able to satisfy 
ourselves that the depreciation of currency in the sense defined 
above (p 548), of changes in the exchange ratios to the dis- 
advantage of money, has been obvious and universal since the 
outbreak of the War — although there are differences in degree from 
country to country, and differences in the forms in which it 
appears in one and the same country 

We are equally able to satisfy ourselves that, before the War, 
the stabihty of the value of money conformed to the relative 
stabihty of the circumstances which affect money, and that, on 
the other hand dunng the War and the post-war penod, the 
convulsive disturbances of the exchange relations coincided 
with similarly convulsive disturbances of the monetary systems, 
accompanied by enormous quantitative alterations in the con- 
ditions of circulation and by hitherto unheard-of disturbances m 
the relations of the vanous currencies to each other 

At first sight it would appear that there is a causal connection 
between these qualitative and quantitative changes in the mone- 
tary systems on the one hand, and the changes m the exchange 
relations between money and all other goods on the other This 
first impression is confirmed upon more careful examination, from 
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which we see that the intensity of the disturbances in the exchange 
relations in the individual countries vaned and still vanes directly 
in proportion to the extent of the changes m the monetary system 
of the country made during the War and the post-war penod, m 
broad outhne the connection between the mcrease in the circula- 
tion of money, the debasement of the currency, and the fall in the 
value of money as compared with other economic objects is un- 
mistakable The group of countnes descnbed above (see p 275) 
which have by now brought their currency nearly to the former 
panty m gold (the Umted States, Japan, the most important 
European and Amencan neutrals, England and the great 
Donumons), and which also show only the smallest relative 
deviation in the level of their home pnces, both as compared with 
each other and with the pre-war situation (see above, p 412), 
also register only the smallest mcrease m currency arculation In 
fact, the downward tendency of the level of pnces in most of these 
countnes dunng the year 1920 coincides with a systematic con- 
traction of their circulation (deflation) France, Belgium, and 
Italy have not yet been able to make any marked impression upon 
their substantially higher circulation, but they have, since 1920, 
bolted the door against any further mcrease m the currency, and 
they take up a half-way position as regards the level of their 
exchange rates and pnces In Germany, Poland, and Austna, on 
the other hand, to say nothing of Russia, the progressively develop- 
ing inflation has gone hand m hand with the depreciation of the 
currency and with a general nse m pnces and wages 

Nevertheless, we should be acting hastily if, m regard to the 
obvious connection which exists m these cases, we were to say that 
only one interpretation is admissible, namely, that the cause is to 
be found only m the changes m the monetary system, or even only 
m the quantitative changes in the circulation of money, and that 
changes m the inner and outer value of money — that is to say, m 
the position of the currency and m its purchasing power — are 
simply effects Changes m the monetary system, particularly 
quantitative changes, do not arise of themselves, or only from 
causes which are unconnected m any way with changes m the 
purchasing power of money, and changes m the purchasmg power 
of money need not necessarily be conditioned only by changes 
which take place on the side of money It is, therefore, qmte 
conceivable that changes m the purchasmg power of money, 
caused by factors on the side of commodities, may also play their 
part m the determination of the changes m the volume of the 
circulation We have seen that m the decade before the War, 
fluctuations m the level of pnces which sprang from alterations 
in the trade cycle mamfested themselves m fluctuations m the 
demand for money, which latter caused an expansion or a con- 
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traction of the elastic portion of the circulation — that is, of the 
circulating notes Here, therefore, we had not a causal con- 
ditioning of pnces by changes in the circulation, but, on the 
contrary, a causal conditioning of changes in the circulation by 
paces — that is, through the purchasing power of money What 
in those days was possible on a smaller scale of fluctuations due 
to the trade cycle cannot be inherently impossible in the wider 
sphere of war and post-war developments 

In point of fact, the first impetus to the enormous displace- 
ments in the sphere of monetary systems, of the circulation of 
currency, and of the purchasing power of money came from 
the side of commodities The War immediately precipitated a 
gigantic mcrease in the demand for all goods necessary for the 
eqmpment and provisioning of armies which numbered milhons 
At the same time it brought about a considerable disturbance and 
diminution in the production of goods, partly by the withdrawal of 
milhons of the most productive workers, partly by the adaptation 
of production to the special requirements of war, and partly by the 
obstacles to, or complete stoppage of, the import of foreign yaw 
matenals The enormous unproductive consumption on the one 
side, and the throtthng of production on the other, must of them- 
selves, and qmte mdependently of changes in the sphere of the mone- 
tary system, have brought about a marked tendency to nsing paces 
Of course, on the side of the monetary system also, important 
quahtative and quantitative changes occurred immediately after 
the outbreak of war Such were the inconvertibihty of the paper 
notes and the setting in motion of the pantmg-presses in order 
to satisfy the State’s urgent demand for money for purposes of the 
War But the ase m the supply of money brought about by this 
tsqie of war finance was accompamed, at all events in the first 
week of the War, by a similar ase in the demand for money, the 
cause of which was not the general ase in paces, but pamaoly 
the fact that credit was seaously shaken, that there was a pamc 
hoarding of cash and a diminution m the use of aaangements for 
payments based on credit which normally economise cash 

These forces which counteracted to the inflated issue of paper 
money were at first so great that instead of an abundance of money 
there was a marked and threatening shortage Great stangency 
of money, while paces were rapidly rismg — ^the very co-existence 
of these two influences so unmistakable m the first weeks of the 
War, — ^shows that m those days the decisive cause of the rise m 
paces — ^that is, of the dimmution of the purchasmg power of 
money — could not have lam on the side of money, but must be 
sought on the side of goods exchangeable for money 

Naturally the financmg of the War by panting notes could not 
have been without influence on the purchasing power of money 
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Whikt the acqmsition of supphes by means of taxes or by long-term 
loans only transfers the available purchasing power from pnvate 
persons to the State, the issue of paper currency creates additional 
purchasing power which enters mto competition with the avail- 
able purchasing power, and which accordmgly, other things bemg 
equal, must cause pnces to rise — that is, it must cause the pur- 
chasing power of money to dimimsh (see above, p 490) But 
this tendency manifested itself m Germany in the early days of 
the War only by rehevmg the money shortage, and not by any 
oversupply of the demand for money 

As the War progressed, Germany pursued the pohcy of counter- 
acting the nse in the circulation of paper money by raising a war 
loan every six months, and from 1916 onwards by war taxes also 
How far these steps were successful and the degree and rate at 
which the paper circulation grew, notwithstandmg these counter- 
measures, has already been shown above (p 240 et seq ) 

The growth of the paper circulation was, m conformity with 
the course of war expenditure and with the successful raising of 
war loans, qmte moderate up to the autumn of 1916 Notwith- 
standing the extension of the war areas, the increase in the number 
of mihtary effectives, the greater and improved eqmpment of the 
army with war machinery of all kinds, and the far greater con- 
sumption of munitions, it was still possible in those days to keep 
war expenses more or less stable at about 2 milhard marks a month ^ 
by a policy of severe economy and by careful control of the pnces 
paid for war material of all kinds The subsequent acceleration 
in the issue of paper money and the lagging of War Loan results 
behind war expenditure coincided with the higher calls on resources 
due to the "Hindenburg Programme, and with an alteration m 
the policy of the army administration m regard to pnces Con- 
tracts for dehvenes instead of bemg made at fixed pnces, came 
more and more to be based upon the cost of matenaJ and wages 
plus an addition for profit This system of determining pnces 
meant that purveyors of war supplies lost all interest in keeping 
down the pnces of materials and wages, and necessarily led to a 
considerable rise in the cost of war material At the same time 
the policy of rationing stnctly apphed dunng the first half of 
the War, and the fixing of maximum pnces for articles of daily 
consumption, were being rendered more and more nugatory by the 
loosenmg of pubhc morale and by illicit trading {Schletchhandel) 
Thus, as the War progressed, there were not only on the side of 
money but also on that of commodities, important factors which 
would have sufficed to bnng about large silterations in the exchange 
relations between money and goods 

Added to this, as the war areas and the occupied temtones 
> See the author s Weltkrug, vol u, pp 136 173 
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East and West expanded, Germany had to provide with her 
currency a larger temtory than before the War, and as the 
obstacles to credit and to the methods of payment based on 
credit continued to operate, it is open to question whether, for 
the actual penod of the War up to 1918, there was m reality in 
Germany any ‘ inflation” in the sense of an excess cover of the 
monetary demand by the issue of new circulating media, especially 
as (see p 573, above) the nse in the level of pnces was at that time 
smaller in Germany than it was in any of the other belhgerent 
or in neutral countnes The President of the Reichsbank, 
Havenstein, with whom the author, as Secretary of State for the 
Treasury, and later as Secretary of State for Home Affairs and 
Representative of the Chancellor m the management of the bank, 
was in closest contact dunng those years, steadfastly held the view 
that there could be no question of any "inflation” in view of the 
amounts tied up in the cash reserves of the army and of industry, 
in view of the amounts required in the war areas, and in view of 
the increased demand due to rises m prices and wages, con- 
ditioned by the War and independently of currency policy 

Nevertheless, it must be ainitted that the nse in prices would, 
even dunng the War have been certainly more moderate if the 
tendencies in this direction on the side of goods had been retarded 
by currency pohcy and had not been reinforced by the continued 
increase in the note issue This is particularly clear in connection 
with the policy of the army authorities The policy of the array 
authonties in fixing prices for war supphes on the basis of the cost 
of matenal and wages plus an addition for profits, which was the 
pnmary cause of the nse in pnces of war matenal and thereby of 
the increased demand for money, and the heavier pressure upon 
the note-pnntmg presses, would not have been possible to the 
extent to which it occurred if the pnnting-presses had not been at 
the absolute and unrestncted disposal of the army authorities 
Generally speaking, it may be said that a monetary circulation 
which cannot be increased arbitrarily, in itself constitutes a con- 
siderable obstacle to large rises in pnces When this obstacle 
on the side of monetary supply is relaxed, or is even completely 
removed, the effect of all the tendencies operating on the side of 
commodities must become correspondingly greater 

The factors tending to alter the exchange relations between 
goods and money, and operating on the side of both, were just as 
intertwined in the case of the other belhgerent States as they 
were in Germany 

In so far as the neutral States are concerned, a demand for 
money by the State was either not met by the pnnting of notes, 
did not occur, or was so met only to a restncted extent Never- 
theless, we see also in these countnes phenomena similar to those 
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which appeared m the belhgerent States The nse in pnces m 
those countries was scarcely less than the nse in the countnes 
which actually participated in the War The increase in the 
circulation of currency had, it is true, its ongin largely in the gold 
which the beUigerent States were obhged to give up, but it must be 
remarked that to the increase in the monetary gold reserves and 
to the bank notes covered by this reserve there was almost every- 
where to be added an increase m the uncovered note circulation 
(see above, p 240) The impetus to this course of development 
was doubtless that the demand by belhgerents for all types of war 
matenal and for the necessanes of life became swollen and sought 
to satisfy itself by the keenest competition The vehicle of this 
demand was primanly the gold which the belhgerent countnes 
took from their own reserves and from their own circulation, but 
in addition there were also the credits which the belligerents 
raised in neutral countnes The influx of gold acted as a means 
of directly increasing the circulation , and the credit which must 
ultimately have increased the calls upon the neutral note-issumg 
banks had indirectly the same result The greater demand by the 
belligerents for goods caused, accordingly, not only the rise in 
pnces but also the increase in the circulation of neutral countnes 
It thus appears as the pnmary cause of the inflation phenomena 
But, on the other hand, we must bear m mind that it is quite 
possible that the increased demand by the belhgerents could not 
have become effective on the neutral markets if the belhgerents 
had not been in a position to offer gold, which directly increased 
the circulation or to obtain credits, which had the same indirect 
effect Thus in the case of neutrals also we find that the factors 
which operate on the side of money emd those which operate on 
the side of the other goods are very closely intermingled 

After the War, events followed different courses m the vanous 
groups of countnes Most of the so-called “ victonous countnes ” 
and the neutrals were in a position to put a stop to inflation by 
financial and banking measures Some even found it possible to 
adopt a systematic ‘ ‘ pohcy of deflation ’ ' By contracting the circu- 
lation a lowering of pnces and of wages was aimed at and achieved 
In the States which were most senously hit by the outcome of 
the War and by the conditions of peace, the post-war penod, as 
we have seen (on p 240 et *»/, above), brought a further mcrease 
in the circulation of money and a further revolution m aU exchange 
relations, which phenomena overshadowed everythmg which had 
happened m this sphere dunng the War 

At first sight It would appear that the decisive factor m this 
connection is the demand for money by the State, which was not 
satisfied by any other means, and which accordingly resulted in 
the issue of paper currency Particularly m Germany does the 
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enormous mcrease m the "floating debt” of the Reich, through 
the discounting of Treasury bills at the Reichsbank, which was 
accompanied by a correspondingly large increase in the note 
issue, appear to be sufficient to explain everything else 
But here also the coimection is not qmte so simple 
Side by side with the financial considerations affecting the 
State there for the first time entered into play factors of a general 
economic and social nature, which had their effect, in part directly 
on the monetary conditions, and in part indirectly on the develop- 
ment of the financial circumstances of the State 

The War did enormous damage to the productivity of Germany 
through the consumption, destruction, and spohation of German 
capita (in this category of spohation we include the confiscations of 
German capital invested in foreign countnes, of the merchant fleet, 
and of the capital invested in the German colonies and the European 
temtones separated from Germany), and perhaps still more so 
by the weakemng of the working strength of the German nation 
(by death and the disablement of millions of men in their pnme of 
hfe, and by the after-effects of the blockade) The Revolution and 
the mentality which it produced m a large section of the working- 
classes, who lost all sense of any relation between productivity 
and the reward of labour, added to the damage wrought to the 
economic strength of Germany Coal production per man em- 
ployed in the mines fell to little more than 6o per cent of the pre- 
war figures A similar drop m productivity as compared with 
pre-war times is to be found in the large mdustnal and commercial 
concerns In agnculture the aggregate cereal crops 3aelded 17 
milhon tons m 1921, as compared with 28 imlhon tons in 1913 
The maintenance of the standard of hving at nearly the level 
reached before the War presupposed a substantial mcrease in the 
productivity of labour, having regard to the damage wrought to 
the processes of production by the War and its result But 
claims were put forward and effectively pressed to raise the 
standard of comfort and at the same time to reduce the intensity 
of labour This could have but one result — a race between wages 
and pnces such as we have witnessed m the last few years The 
social and pohtical position of Labour was sufficiently strong to 
enforce higher wages notwithstanding the fact that less work was 
done As the profits of capital had shrunk to a mimmiun, the 
higher wages could be paid only if higher pnces could be obtained 
for the products But higher pnces raised the cost of hvmg and 
brought about fresh demands for higher wages, which in turn led 
to a further nse in pnces And what was the part played by 
money in this vicious circle ? The race between wages and pnces 
gave nse to a correspondmg mcrease m the demand for money, 
both on the part of the people and on that of the financial 
VOL n 39 
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adnumstration of the State A monetary organisation which 
offered resistance to such an expansion of the monetary demand 
would thereby have put a stop to the race between pnces and 
wages The acute shortage of money would have brought about 
a collapse of wages and pnces, probably accompanied by crises 
and catastrophes The German monetary system, however, makes 
possible in practice an unlimited expansion of the circulation, and 
it offered no such resistance The monetary machme and its 
working, therefore, aided m the development pursued by wages 
and pnces, but only m a secondary and passive manner The 
mcrease lu the issue of paper money is, withm this complex of 
phenomena, not the cause but the consequence of rising pnces 
and wages At the same time, the fact that it was possible for 
paper money to be issued m unhmited quantities provided the 
necessary condition for unhimted mcreases in pnces and wages 
As things went on, the position of German currency on the 
foreign exchange market came more and more to play the dommant 
part m the developments in pnces and in the position of German 
currency In considermg the monetary conditions m Germany, 
the view widely held, especially abroad, is based on the pure 
quantity theory, and accordingly regards the increase in the 
circulation of paper currency in Germany as the cause of the nse 
m the level of German pnces and of the depreciation of the cur- 
rency On closer examination, however, we find that cause and 
effect are here interchanged, and that the increase m the amount of 
paper money circulating in Germany is not in fact the cause but 
the result of the fall of the German exchanges and of the con- 
sequential nse in wages and pnces 

This is demonstrated most clearly by the events which took 
place from the tune when the London Ultimatum was accepted, in 
May 1921, to the time when the highest dollar rate so far reached 
was registered at the end of January 1923 

Dunng this penod the following dianges took place m the 
factors, which are of essential importance m this connection — 


Floating debt of the Reich 
Note circulation of the 
Reichsbank 

Wholesale mdex number 
(1913=1)— 
for home products 
, imports 

General index number 
Berhn dollar rate (M for |i) 


May 1921 

175 milliard marks 

71 


12 7 
152 

13 1 . 

62 30 „ 


23rd or 25th Jan 1923 
2 200 milhard marks 

1.654 

2 872 
5360 

3 286 
21 546 


Thus in the twenty months which followed the acceptance of the 
London Ultimatum the floating debt of Germany was multiphed 
I2| tunes, the note issue of the Reichsbank 23 tunes, the wholesale 
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index number for home products 226 times, that for imports 353 
times, and the dollar rate 346 tunes 

If “inflation" had been the cause, and the depreaation of the 
German exchanges the effect, then, m accordance with the theory 
of the classical Enghsh economists, events would have developed 
on the following hnes An mcrease m the paper circulation causes 
a corresponding rise m the level of prices at home These higher 
pnces encourage imports and make export more difiicult They 
tend, therefore, to make the trade balance, and with it the balance 
of intemationid indebtedness, unfavourable When the latter 
balance is passive, the demand for foreign currency mcreases and 
the rates of foreign exchange are forced up A glance at the figures 
given above shows, however, that this cham of reasoning does 
not apply, m fact, it is immediately obvious that in the case of 
Germany the increase in the note circulation did not precede the 
nse m pnces, and also that the depreciation of the currency followed 
it but slowly and at some distance of time The twenty-three-fold 
increase of the note circulation cannot possibly be the cause of the 
10 times greater nse m pnces at home and of the 15 times greater 
nse in pnces of imports and of the dollar rate A conception of 
the general and comprehensive outhne of the mterplay of causes 
m these developments can, m fact, be obtamed only if foreign 
exchange is made the starting-point 

For the following, if for no other reason, the collapse of the 
German exchanges will be seen to be m no way related to the 
mcrease of the note circulation At a dollar rate of 21,546, the 
rate quoted on the 25th January 1923, a gold mark was worth 
about 5000 paper marks The note circulation of the Reichsbank, 

which at that time amounted to 1654 milhard paper marks, thus 
represented a value of only 330 miUion gold marks This is not 
much more than -^th of the gold value of the German currency 
(xrculating before the outbreak of war It is, of course, true that 
the War and the Peace conditions restncted the economic activity of 
Germany, and thereby also the money turnover, and, further, ^at 
the nse in home pnces was considerably less than the nse m the 
rates of the gold exchanges at the end of January 1923, neverthe- 
less, there can be no doubt that the economic requirements of 
Germany could not possibly have been met by a circulation of 
^th of its pre-war gold viue, and that, therefore, the increase 
m the circulation coidd not have kept step, even approximately, 
with the depreaation of German money This also explains why 
the catastrophic collapse of the mark, which began towards the 
middle of 1922, was, notwithstanding the avalanche of notes, 
accompamed by an acute shortage of money, which led to unprece- 
dented nses m the rates of mterest charged by the Reichsbank, and 
the stiU greater rises in the rates charged m pnvate transactions 
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The theory which attnbutes the collapse of the German 
currency to "inflation” is based on the pettho pnnctptt that the 
foreign value of money, which finds its expression m the rates 
of foreign exchange, can be determmed only by the quantitative 
factor of the paper circulation In the above case, however, m 
which it has just been shown that the increase in paper remained 
far behmd the currency depreciation, the causes of the collapse m 
the foreign exchanges, which are mdependent of the development 
of the paper circulation, are quite clear We are deahng with a 
country whose mtemational indebtedness, qmte apart from pay- 
ments and dehvenes due under the Treaty of Versailles, was 
passive to the extent of about 3 milliard gold marks,i and the 
London Ultimatum added to the coimtry’s indebtedness an annual 
payment of “reparations” estimated at about 33 miUiard gold 
marks To this were added the payments imposed upon Germany 
for the “clearmg” of pre-war debts and gold payments to the 
occup3nng Powers The annual passive balance of the German 
balance of international indebtedness was thereby increased td 
more than 7 milhard gold marks Anyone, then, who took the 
trouble to form a true estimate of the position could not doubt 
that the attempt to fulfil these impossible obhgations would 
necessarily result m a complete collapse of the German currency 
On the occasion of the negotiations concerning the acceptance or 
rejection of the London Ultimatum, the author predicted, in agree- 
ment with the President of the Reichsbank, that the acceptance of 
the Ultimatum and an attempt to observe its terms would lead to 
an abysmal fall of the German currency {Sturz tns Bodenlose) 
The unavoidable catastrophe became evident when hopes, bmlt 
upon an attempt to fulfil the Ultimatum, proved to be ill-founded, 
when the announcement, made in desperation, of the German 
wilhngness to pay did not prevent the loss of Upper Silesia m the 
autumn of 1921 , when the conference held m Genoa m May 1922 
failed, when M Poincar^, by opposing all suggestions for a 
revision of the London plan, succeeded in June 1922 m preventing 
the settlement of the reparations question by an international loan, 
and a month later rephed to the German request for a moratorium 
by givmg notice of the “pohcy of productive sanctions,” and by 
t^eatemng to occupy the Ri^ area, and when finally France 
and Belgium m January 1923 mitiated their pohcy of open violence 
by invadmg the Ruhr 

The necessary and direct consequence of the soaring gold 
exchange rates, in which the collapse of the German currency 
found expression, was a corresponding nse m the prices of aU 
commodities which Germany imported from countnes with high 
exchanges Owmg to the importance of imports for feeding 
* S«e the author’s PohUk ier Erfiilhmg, 1922, pp 24, 25 
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the popiilation and for German mdustry, the high cost of imports 
would, of necessity, be reflected in wages and salaries, and 
ultimately also m the pnces of goods produced m the country 
The extent to which this state of affairs increased the pnvate 
demand for money, and the calls by German concerns on 
the Reichsbank, is shown by the expansion of the trade bills 
discounted at the Reichsbank during the penod of collapse 
Bills of exchange held by the Reichsbank grew from 4946 million 
marks on the 7th July 1922 to 697,216 million marks on the 31st 
January 1923 The nse in wages and salanes, combined with 
the higher pnces of all matenals, led of course to a nse m the 
expenses of the Reich, and as the revenues of the Reich could not 
nse at a corresponding rate, the floating debt, and accordingly 
the calls of the Reich upon the Reichsbank, were forced up The 
stock of Treasury bills discounted by the Reichsbank rose from 
185 milhard marks on the 7th July 1922 to 1609 milhard marks 
on the 31st January 1923 These enormously increased calls^by 
the German pubhc and by the financial authonties upon the 
Reichsbank could only be met by the bank by an increase in the 
note issue — ^from 173 milhard marks on the 7th July 1922 to 1984 
milhard marks on the 31st January 1923 

The chain of causes and effects is, therefore 

First came the depreciation of the German currency by the 
overburdemng of Germany with mtemational habihties and by 
the French policy of violence Thence followed a nse in the pnces 
of all imported commodities This led to a general nse in pnces 
and wages, which in turn led to a greater demand for currency by 
the pubhc and by the financial authonties of the Reich, and 
finally, the greater calls upon the Reichsbank from the public and 
the financial administration of the Reich led to an increase m the 
note issue In contrast, therefore, to the widely held view, it is not 
"inflation” but the depreciation of the currency which is the first 
hnk in this chain of cause and effect Inflation is not the cause of 
the nse m pnces and of the depreciated currency, but the latter is 
the cause of the higher pnces and of the greater volume in the issue 
of paper money 

The above reasoning, far from being contradicted, is confirmed 
by the course of events from the end of January 1923 to the time 
when this book was completed These events may be summansed 
as follows A fall m the dollar rate from the maximum pomt of, 
roughly, 50,000 marks at the end of January to 22,000 marks, 
and its approximate stabihsation at this figure , a fall of the mdex 
number for imports from 11,176 on the 5th February to 6577 
on the 24th March, and of the mdex number for home products 
from 4925 to 4477 dunng the same penod , a nse in the stock of 
bills held by the Reichsbank from 697 milhon marks at the end of 
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January to 2586 nulhon marks m the middle of April, m the stock 
of discounted Treasury bills from 1609 to 5440 milhard marks, 
and of the note issue from 1984 to 5838 dunng the same penod 

Thus dunng this penod pnces fell with an improving exchange 
The fall was most marked m the pnces of imported goods, which 
previously had directly and completely followed in the wake of 
the nse m the gold exchanges The fall in the pnces of home 
produced goods was less marked, as these had not previously 
adjusted themselves to anything hke the same extent to the 
higher rates of exchange Yet while rates and pnces fell, the note 
issue mcreased threefold dunng these ten weeks 

It IS scarcely possible more clearly to prove that pnces are in- 
dependent of the quantitative factor of mcrease in circulation, and 
to demonstrate their dependence upon the course of the exchanges 
than by notmg the fall in the level of pnces and in the rates of 
exchange while the note issue was increasing in excess of anything 
previously known Thus far, therefore, the events from the end of 
January 1923 confirm the conclusions drawn from the events in the 
preceding penod On the other hand, m so far as the mcrease m 
the note circulation depends on the depreciation of the exchanges, 
the course of development m the last ten weeks in which improve- 
ment m the exchanges coincided with enormous increases in the 
paper issue appears to contradict the expenences of the preceding 
penod But this contradiction is merely a superficial one We 
need only bear in mind that the rate to which the dollar had, by 
the intervention of the Reichsbank, been forced down m February, 
and at which it had been approximately stabilised up to the second 
half of April (20,000 to 22,000 marks), is three tunes as high as the 
rate quoted even at the begtnmng of January 1923, and that the 
adjustment of the circulation to the depreciation of German money 
at a dollar rate of 20,000 to 22,000 marks, and to a wholesale 
index number of, rougUy, 4800 had at the begmmng of February 
by no means been reached, and has not even to-day (at the end 
of April 1923) been fully reached As compared with the position 
in May 1921, we have for the 24th March 1923 

A dollar rate which has nsen from 62 3 to 20,915 — ^that is, 
335 tunes 

An mdex number for imported goods, which rose from 15 2 to 
6577 — that IS, 435 tunes 

An index number for home products, which rose from 12 7 to 
4477 — ^that is, 353 tunes 

A note circulation of the Reichsbank which went up from 71 
to 4956 milhard marks — ^that is, 70 tunes 

Evoa to-day, therefore, we have, as compared with the 
position in May 1921, a depreciation o£ the currency, measured 
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by the standard of the dollar rate, and a diminution m the pur- 
chasmg power of money at home, measured by wholesale prices, 
roughly five times the increase m the note circulation That the note 
issue went on mcreasmg even dunng the fall of the dollar rate and 
its stabihsation, is due to the fact that the process of adjustment 
of the currency m circulation to the level of pnces as conditioned 
by the position of foreign exchanges had not been completed 
Thus a study of the general developments smce the acceptance 
of the London Ultimatum shows that the chief factors m the 
unexampled revolution m the exchange relations between money 
and all other values are to be found on the side of money, not, 
however, m the quantitative variations m the circulation, which 
IS so frequently regarded as the only conceivable cause of altera- 
tions m the exchange relations between money and goods, but 
in the nse in the rates of foreign exchange brought about by 
Germany having been overburdened with foreign habihties and 
by pohtical events The quantitative change in the circulation 
appears as an ultimate effect of the currency depreciation 

Even, however, m this chain of cause and effect the quanti- 
tative changes in the circulation are not merely effect We need 
not enter into the question whether the avalanche of notes loosed 
by currency depreciation and by its direct effect on pnces and 
on the expenditure of the Reich would not, m the long run, exceed 
the volume reqmred for adjustment to the higher level of pnces 
and wages, and so lead to an inflation m the stnctest sense of 
the word, which would, in its turn, necessarily result m a further 
nse in pnces and wages and a further pressure on exchange rates 
But mdependently of any such possibihty it may be said that 
a monetary organisation which offered senous resistance to the 
unhmited expansion of the circulation would necessarily have 
exercised certain reactions on the course of the level of pnces 
and wages, and also on the course of the foreign exchanges, which, 
owmg to the relative ease with which the circulation of the 
German currency adjusts itself to the increased monetary demand 
caused by currency depreciation and by the nse in the level of 
pnces and wages, have not occurred But such reactions would 
have taken place, if at all, at the cost of uncontrollable cnses 
and catastrophes , because if we were to follow the good advice 
given to us, and lay aside the note-pnntmg presses, whilst the 
factors which adversely affect the German currency continue to 
operate, we should be depnving German economic hfe of the 
media of circulation necessary and indispensable for trade, for 
salary and wage pajnnents, etc , so that m a very short time the 
local ^uthonties and the State itself would be unable to pay their 
creditors, officials, and workmen Then, in a few weeks, not only 
the prmting-presses, but also the mmes and factones, the railways 
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and post-offices, and the State and communal administration, in 
short, the entire communal and economic life, would be at a stand- 
still The collapse of economic life, of the State, and of society 
would, however do away with the insensate idea that the German 
nation is capable of meeting such tremendous reparation claims, 
and would thus destroy the root of the evil 

From the above explanation it follows that the "quantity 
theory" does not go very far towards the complete solution of the 
problem of the value of money In considenng vanations in the 
exchange relations between money and other goods, utihties and 
services exchangeable for money, we are dealmg with a many- 
sided complex of phenomena m which effect and counter-effect 
are so closely intermixed that, although the quantity theory may 
offer general rules for their ffisentanglement and elucidation, it 
cannot devise a formula of universal apphcation 

^ 12 The Effects and Concomitants of depreciated Money 
viewed in the Light of recent Events in Germany^ 

If, on the basis of the expenence of the last few years, we 
attempt to co-ordinate the depressing and confusmg jumble of 
events connected with the idea of “depreciated money," these 
events and phenomena may be classified as follows — 

1 Displacements in the relative wealth and mcome of the 
vanous groups of the population (the problem of distribution) 

2 Changes in the movements in the economic system (the 
problem of production) 

3 Disturbances m the sphere of pubhc finance (the problem 
of finance) 

I The Problem of Distribution, 

The depreciation of money, as expressed m the exchange rela- 
tions between money and other goods, is not a imiform phenomenon 
The variations in the exchange relations themselves differ extra- 
ordinarily in degree Claims of all kinds expressed in fixed sums 
of money share to the full the fate of the depreciating money 
Intnnsic values which do not represent money, such as real and 
personal property, means of production, articles of use and con- 
sumption, nse m pnce in terms of the depreciatmg currency, though 
the degree of the vanous increases differs The same apphes to 
utihties and services Therefore, when a depreciation of money 
as enormous as that which Germany has had to suffer after the 
War takes place, there are vast disturbances of wealth and income, 
and accordingly of the social stratification of the nation 

What stipes the eye most is the alteration in the relations 

^ [The reader is requested to remember that these passages all refer 
to the penod anterior to the stabilisation of the German currency in 
Noveml^r 1923 after the death of the author ] 
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between creditor and debtor The depreaation of the German 
currency to part or less of its ongmal gold eqmvalent is, 

in practice, synonymous with total expropriation of all ongmal 
claims expressed in German currency and of incomes accrumg 
therefrom What proportion of the total national mcome is here 
involved is illustrated by the following figures — 

Careful calculations gave for the aggregate national income 
of Germany before the outbreak of war a figure of about 210 
miUiard gold marks ^ Evidences of indebtedness issued by the 
Reich, and by the individual States, communes, and assoaations of 
communes, amounted to a total of about 25 milhard gold marks 
The bonds in circulation issued by German land-mortgage institu- 
tions amounted to about 18 milhard gold marks, and industnal and 
similar bonds to about 5 milhard gold marks In all— excluding 
mortgages not represented by mortgage bonds and excluding also 
other long-term money claims not represented by secunties — ^we 
had, before the outbreak of war an aggregate of long-term money 
claims to the amount of at least 60 milliard gold marks Dunng 
the War nearly 100 milhard marks were added in War Loan, so 
that at the end of the War the long-term money bonds amounted 
to about half of the aggregate national wealth available before 
the War We must further take into account life insurance 
pohcies, endowment pohcies, and annuities Endowment insur- 
ance alone amounted in 1912 to about 16 milliard marks To this 
we must add deposits in the public and other savings banks, the 
amount of which, at the outbreak of war, was about 20 milliard 
marks, and over 30 milhard marks standing to the credit of chents 
m German financial institutions 

The owners of all these secunties and bonds, in so far as they 
did not dispose of or encash their claims betimes, now possess 
as a result of the depreciation of money, only a fraction of 
a thousandth part of the original value measured in terms of 
gold, of foreign high-value currencies, of wholesale pnces, of 
the cost of hvmg, or in terms of any other kind of standard If 
a man possessed in those days in the form of such secunties and 
bonds a capital sum of one milhon marks and an income of 50,000 
marks, he could well be regarded as a man of substance who did not 
know what it meant to worry to provide himself with food, and 
who could allow himself every comfort and luxury, nowadays a 
man with the same nominal wealth and mcome is, unless he can 
earn a hvmg by his own work, a beggar A milhon marks 
represents to-day the mcome and expenditure of an unskilled 
workman for three months Interest amountmg to 50,000 marks 
represents the wages of labour for four or five days I And we 
have to remember that m Prussia in the year 1917 out of 1,980,608 
> See Detttschlands Volkswoklstand, J8S8-1913, 7th ed , 1913, p tt 2 



6 o6 


MONEY 


persons possessed of a fortune of 6000 marks or more, there were 
only 10,363 persons with more than a milhon marks 

German capital mvested at fixed mterest, representmg an 
accumulation from the work and savings of generations, and con- 
stituting a large part of the aggregate pnvate wealth, has thus 
been practically destroyed by the depreciation of money, and with 
this destruction went the basis of subsistence of large sections of 
the population hving, in the mam, on inheritances and on their 
own savings This catastrophe has hit, not only the workman 
with deposits m the savings bank and the so-called "small 
capitahst,” not only the middle classes, but also those of the once 
nch, whose wealth consisted in German bonds These classes of 
"capitahsts” did not, in Germany, constitute a class isolated from 
those actively engaged m production, but were in fact closely 
intermingled with the producing classes, they had very largely 
accumulated their wealth from the results of productive activity, 
and used it both as an insurance for old age and more especially 
for bnngmg up their children to be useful members of society, 
or for the service of the State These classes, whose savings 
enabled them to employ capital for purposes over and above 
those of providing themselves with the elementary necessities of 
hfe, at the same time handed on the torch of economic and in- 
tellectual progress How far the catastrophic destruction of these 
classes is afiectmg and will affect the further development of 
Germany cannot be estimated 

We must next try to find who profited by the losses suffered 
by the owners of bonds and of fixed interest-bearmg secunties, 
for debts and claims stand in a reciprocal relation, m which loss 
on the one side must be balanced by profit on the other 

The largest debtor, considermg the enormous sums of War 
Loan and of Treasury biUs, the penod of which is continually 
being extended, is the Reich The Reich has, in effect, seen its 
indebtedness, which at the end of the War amounted to about 
150 milhard marks, shnnk to practically nothmg But the 
advantage reaped by the State by the removal of this burden has 
not been visible under the pressure of other factors with which 
the Reich has been burdened In March 1923 the average daily 
expenditure of the Reich amounted to 156 milhard marlB — ^that 
IS, the nominal amount of expenditure m one day was more than 
the entire indebtedness of the Reich spread over more than four 
years of war I The Reich has not become any ncher by the losses 
mcurred by its creditors, any more than a bankrupt concern is 
made the ncher by such losses Any advantage which might 
have accrued to the Reich by the continued reduction of its debt 
has throughout been more than counterbalanced by the growing 
deficit m its budget The position is similar m regard to the debts 
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of the States and communes Nowhere do we find that the 
destruction of the property of creditors is really counterbalanced 
by an mcrease in the property of the debtors The depreciation 
of money thus works m such cases as an absolutely destructive 
force, and not as merely a redistnbution of wealth 

A different aspect, however, appears to be presented by the 
depreaation of money claims against private debtors, t e of land 
mortgages, loans raised by industnal concerns, deposits in savings 
and other banks In these cases the losses of creditors appear to 
have as their counterpart a corresponding enrichment of the debtors 

But m these cases also the matter is not qmte so simple First 
of aU there must be excluded as possible vehicles of gain all those 
undertakmgs and institutions whose own obhgations to pay have 
their counterpart in their own money claims against others 
What ordmary and savings banks gain from their creditors by 
the depreciation of money, they lose as against their debtors 
and in the matter of their holdings of fixed interest-beanng 
secunties, mortgages, etc which they hold as cover for their 
own habilities 

Certam reservations must, however, be made in those cases m 
which the debtors possess assets, consisting of “goods” which 
correspond to their liabilities m terms of German money, * e 
property owners and farmers who have mortgages on their 
property, or mdustnal undertakmgs which work with consider- 
able bank credits or have issued bonds The nature of the factors 
which, m their ultimate effects, m such cases also show a counter- 
part to the ennchment of the debtor resulting from the depreaa- 
tion of money, and which can m part wipe out such ennchment, 
is most clearly shown in the case of house property m towns 
Certainly m these cases monetary depreciation operates as an 
instrument which almost completely relieves the mortgagor of his 
debt But IS this freeing from debt, even in a parti2il degree, to 
his advantage? The control of dwelhngs and of rents has up till 
now been able to keep the pnces of these so low, when compared 
with the nse m all other pnces, only because the owners of houses 
have been practically freed from their mortgage debt by the 
depreaation of money If in the years smce the War the owner 
of a house had been under an obligation to pay mterest on the 
mortgages which he owed, even approximately on the basis of 
their ongmal gold value, it would have been quite impossible to 
have preserved his rents on a basis which m February 1923 
corresponded (as is shown by the cost of hvmg figures issued by the 
Statistical Office of the Reich) to only -^th of ^e mdex figure for 
food The figure for rent was 58 and that for food 3183 The 
burden of protection of tenants has thus been borne not only by 
the house-owner but also by the owner of mortgages on town 
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property The profit from the depreaation of these mortgages has 
not entirely fallen to the share of the house-owner Another part 
of it, up till now by far the greater part, has been consumed by the 
tenants in the form of rents, which have remamed at figures far below 
the depreciation of money In this we have another instance of 
absolute consumption and not of a redistnbution of wealth 

The compulsory control of agnculture, and latterly also of 
bread pnces, has had effects similar to those resulting from the 
protection of town tenants This pohcy could not have been 
earned out without the process of debt reduction which was 
brought about by money depreciation The mortgage creditors 
have contnbuted substantially to the cheapening of the necessanes 
of hfe, and their mortgage claims have, in large part, been con- 
sumed by the masses in the form of cheap bread 

In the case of mdustnal and commercial undertakmgs we 
observe that the after-effects of the War and of the Revolution 
have resulted in working expenses nsmg considerably more than 
production The falhng off in the physical workmg capaaty of 
workers, the systematic shortemng of working hours, the fight 
agamst methods of labour which give an impetus to work, the 
calls made upon the forces and hours of labour by unproductive 
occupations, the contraction of sources of supply of raw matenals 
by the enppUng of the territory of the Reich, and the increased 
cost and difficulty of importing raw matenals from abroad and of 
exportmg the manufactured product caused by the loss of the 
German colomes and of the greater part of German undertakings 
abroad, as well as by the surrender of the German merchant fleet 
— all these factors necessarily affected detnmentally the pro- 
ductivity of labour The result was that the net output shrank 
and the real capital itself was in many cases consumed, so that 
only the apparent gams due to the depreciation of money were 
seen, and they concealed the true state of affairs In this process 
of development the release from both long- and short-term debts 
caused by the depreciation of money had frequently no greater 
effect than that of merely a trifling counterweight to the heavy 
burdens thrown upon the processes of production These inroads 
into the essentials of production were not only a burden to the 
mtrepreneur in conducting his busmess, but even more so to the 
creditor whose claims were the first to be swallowed up 

The losses, calculated m all as about 200 miUiard gold marks, 
suffered by the owners of fixed mterest-beanng values and bonds 
have thus only partly winched the debtors, m part they were 
swallowed up by the evanescence of German wealth, a process 
to which the entire econoimc system was subjected 

How httle this evanescence of (German we^th was confined to 
fioced mterest-beanng secunties and claims is shown by the figures 
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given above (para 10) m the quotations of paces, etc , of German 
stocks and shares It is true that as, at* the end of 1922, the 
quotation of German shares was on the average 54 times the 
pre-war rate, and, with subscnption-nghts, even 90 times, this 
was enorpiously more favourable than the position of the fixed 
mterest-beanng papers, which remained at their nominal value , 
but as the dollar rate at that time gave for one gold mark the value 
of 1800 paper marks, the mnetyfold pace of shares in paper marks 
was only ^th of their onginal value m gold money And although 
in the year 1922 the total dividends of pubhc compames reached 
the amount of 25 milhard paper as against about 1560 milhon gold 
marks (the figure of the year 1913), so that this was certainly more 
than 16 times as much on the nominal value, yet in gold value it 
was only about 3 per cent of the total of 1913 (see above, p 591) 

The insufiicient adjustment, as seen from the share quotations, 
in the value of mdustnal and commercial property to the deprecia- 
tion of money as expressed in the foreign exchange quotations, in 
the pace level and m the cost of living, has its cause not, or at least 
not pnmanly, in matenal depreciation of the techmcal eqmpment, 
machmery, etc , of busmess concerns, but in the alteration in the 
conditions of profitable working of such concerns, whidi follows 
partly from the reduction, already dealt with, in the productivity 
of the economic processes, and partly from the heavy burden of 
the changes in the distnbution of the results of production between 
capital and labour 

It has been shown on p 545 et seq how great is the influence 
upon the process of depreciation of money of the power wielded 
by vanous economic groups — buyers and sellers, employers and 
employed Now the power of labour, as against that of capital, 
has been very much increased by the War in the whole world, and 
especially in Germany, in which country this end has been aided 
by eternal pohtical convulsions, so that, while labour in Germany 
could not altogether escape the consequences of the fnghtful 
weakemng of German production, it was yet able to shift a very 
considerable part of these to the shoulders of capital, and to 
bong about a far greater degree of adjustment of its wages to the 
money depreciation as expressed m paces and m cost of hvmg 
than the capitahst was able to do in regard to his capital 

The displacements in this sphere as compared with pre-war 
days, even as early as the year 1920, are shown m a memorandum 
pubhshed m September 1921 by Deutsch,^ the Chairman of the 
Board of Directors of the General Electac Company (AEG)* 
The memorandum is based upon an mvestigation of the circum- 
stances of 152 compames with a nonunal capital m shares and 

> [Published by the Berlin Chamber of Commerce ] 

' AUgememe Elektnzitats Gesellschaft 
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bonds (mduding reserve funds) of about lo milliard marks and 
an aggregate of 1,350,000 employees and workmen 

In the case of these 152 compames the busmess year 19x9-20 
showed 

Salanes and wages paid 16 milhard marks 

Rates and taxes „ 22 „• „ 

Dividends „ 650 milhon „ 

Expressed in percentages we thus have the result that of each 
100 marks the amounts spent under each of these three headings 
were 


On salanes and wages 
„ rates and taxes 
„ profit on capital 

Total 

The profit on capital thus amounted to only 4 per cent of the 
salanes and wages paid 

On the average of the ten years 1908-1917 the same com- 
pames showed, for every 100 marks 

Salanes and wages 76 7 marks 

Rates and taxes ii 7 „ 

Profit on capital ii 6 „ 

Thus the profit on capital amoimted at that time to over 15 
per cent of the wages and salanes paid 

Already m 1920 the share allotted to profit on capital had been 
decreased, m relation to the share allotted to wages and salanes, to 
httle more than one-fourth of the corresponding amount for the 
years 1908-1917 This process has been going on ever smce 
After many sample tests we are dnven to the conclusion that 
in the year 1922 the share of the profit on capital was scarcely 
more than i per cent of the wages and salanes paid 

Even this beggarly share could accrue for the shareholders only 
because, apart from the drop in the real value of their debts, the 
amounts placed to reserve, at each nse m the paper mark figures, 
remained, m their gold value, far below those which were pre- 
viously regarded as necessary, and because, further, the wnting- 
off of proportions of the ongmal pnces paid for plant, etc , lost all 
relation to the cost of future replacement m terms of paper 
money, and, finally, because apparent profits on the stocks of 
goods, which by reason of the depreciation of money stood m the 
books at the end of the busmess year at figures higher than at the 
begmnmg of the year, have frequently been treated as real profits 
Actually a great many German concerns are hving on their assets 
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Not only are the profits allotted to capital taken firom the assets, 
but also wages and salaries are in part actually paid from the 
assets of undertakmgs 

The results of the tax on capital profits and of the mcome tax 
confirm this view Even m the financial year 1921, the former 
tax, which, as is known, raised at the source 10 per cent of all 
mcome from capital (mterest on bonds and secunties, dividends, 
and other distnbutions of the profit of mdustnal concerns), pro- 
duced 1487 milhon marks, t e about 5 per cent of the amount 
of 28,146 miUion marks produced by the mcome tax In the 
financial year 1922 the capital tax, with a figure of 2688 milhon 
marks, 3aelded only half of i per cent of the produce of the mcome 
tax which brought m 533,341 milhon marks Thus, as compared 
with the mcome tax, the results of the capital tax diminished to 
one-tenth between the years 1921 and 1922 In fact, m the 
month of March 1923 the result of the capital tax — 505 milhon 
marks — ^was only 27 per cent of the amount of 189 milliard marks 
yielded by the mcome tax As the effective rate of mcome tax, 
taking the considerable allowances made to the lower grades of 
mcome into account, could not, on the whole, have substantially 
exceeded the 10 per cent which is the basic rate for the tax on 
profits of capital, these figures show that the income from capital 
m the last year of the catastrophic collapse of the German currency 
became an almost neghgible part of the aggregate national mcome 
This course of developments is pointedly illustrated by the fact 
that the financial authonties of the Reich have had to abandon 
the collection of the tax on capital profits, as the costs of collection 
exceed the amounts collected The tax on mterest on capital has 
now been embodied in the Corporation Tax (Act of the 30th 
March 1923, amending the tax laws as necessitated by the 
depreciation of currency) 

But the development has not been confined to a radical altera- 
tion m the relations between capital and labour Even within 
the wide category of labour itself the adjustment of wages to 
monetary depreciation has not been uniform The wages of 
unskilled labour have m the mam followed the nse m the cost of 
hvmg, whilst the adjustment to the higher level of pnces lessens 
where more highly skilled and mental work are concerned If, 
measured by the cost of hvmg, the unskilled labourer m the 
employ of the State drew m February 1923 70 per cent of his 
real pre-war wage, and the higher official only 30 per cent , 
if at the end of this chain we see the mdescnbable misery 
of the professional man, if we contrast all those phenomena, 
which we are accustomed to describe by the phrase ‘‘mtellectual 
misery, ” with the position of the cigarette-smokmg, undersized 
“proletanan,” we recognise that, m the struggle for existence 
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engendered by the impoverishment of the German nation and by 
a depreciated currency, the "homy hand” has so far had the best 
of it, and that the German nation is threatened, not only by a 
matenal, but by a spintual, proletansation The problems ansmg 
out of the destruction of mterest-eammg savings and the levelling 
down of wages for intellectual and speciahsed work are not so 
much questions of the distnbution of wealth and income as of 
the future fate of the German economic and cultural system 

2 The Problem of Production 

Our remarks concemmg the results of the depreciation of the 
currency in the sphere of wealth and income have shown that these 
effects and concomitants do not exhaust themselves by merely 
revolutionising the distnbution of wealth and mcome, but that 
they also affect the productive efforts of the country 

The very weakemng of the national consumptive capacity, and 
the redistnbution within such diminished consumption brought 
about by the destruction of mcome from savings and by the 
depreciation of real values must in any case have caused a 
senous disturbance of production In addition, the productive 
apparatus is cnppled by the insufficient creation of new capital 
and by the loss of existing capital as explained above Insufficient 
writing-off and allowances for future replacements and improve- 
ments constitute a danger which cannot be underestimated 

Apart from the threatened incapacity of German industry to 
maintain competition by a constant renewal and development of 
its machmery, there is the danger of the gradual weanng out of 
the available equipment Expenditure upon the scientific and 
technical examination of methods of production is restncted to a 
marked degree Deutsch is nght when he says in the memorandum 
mentioned above 

"German industry marched at the head of technical progress 
before the War by the creation of new plant, and by the cease- 
less study of new ideas as they arose The situation has shifted 
in a temfying degree to the disadvantage of Germany The 
distressmg position of our currency makes it almost impossible 
for us to compete with countnes which enjoy a stable currency, 
and it seems scarcely possible to raise the enormous funds 
necessary for modem progress and m order to bring our factones 
to the most efficient state and to create for our products an ever- 
widening market As long as German mdustry is no longer m 
a position to raise large sums for new construction, patents, and 
research it cannot regain its previous position and reputation 
m world trade ” 

Even worse is the fact that the levelhng of wages for all kinds 
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of labour not only does harm to the wages of our skilled workmen, 
our engineers and techmcians, our skilled commercial employees, 
our economic organisers and leaders, and, in fact, of all our bram 
workers, who by their activities indirectly advance the process of 
production, but by withholding from them the necessary means 
for their education and services and by damping their enthusi- 
asm and capacity for work, endangers to the gravest extent the 
traimng of a new generation to take their place in the future 
Everyone who knows how much German trade and industry, no 
less than German agnculture, are indebted to the skilled labour, 
the technical and scientific education, and the activity of German 
scientists and students, can imagine the import of this danger 
In this course, spintual proletansation will accentuate and 
accelerate matenal proletansation 

But we need not concern ourselves with future forebodings, 
for the depreciation of money of itself jeopardises the very basis 
of every rational econoimc organisation Violent fluctuations in 
the value of money render illusory all exactness in calculation and 
all accounting The pnces of matenals, wages and salanes, and 
other expenses can no longer be calculated in advance, pnces to 
be obtained for products can no longer be estimated, and unfore- 
seen fluctuations in money value upset all calculations of profits 
and make it impossible to proceed on a methodical system The 
changes m money value which take place m the course of the 
economic year swell balances and show illusory profits where 
actually heavy losses have occurred When the deciding factor 
m regard to the success or failure of business transactions is 
pnmanly the state of the currency, then dihgent and rational 
work loses value and becomes discouraged Economic life be- 
comes dominated by speculation which demorahses the masses of 
the population and those elements come to the fore which find 
their peculiar capacity m exploiting the movements of the con- 
tinually fluctuating pnces of values which represent wealth Just 
as honest work so also thnft is killed Where values vanish over- 
night there is no point m accumulating them Quick profits are 
quickly spent Impovenshment is supplemented by waste 

The disturbances m the economic position are aggravated by 
the very high rates of interest In Apnl 1923, the Reichsbank 
raised its official discount rate to 18 per cent , a figure never 
previously known In pnvate transactions very much higher 
rates are paid In these high rates we find expression of the fact 
that, as has been shown above (p 604), the increase m the volume 
of the circulation has been far from keeping pace with the de- 
preciation of money, and, further, that the lenders of money 
endeavour to insure themselves against the nsk, dunng the penod 
of the loan, of any loss due to further depreciation of money 
VOL II 40 
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It has been argued that all these factors which paralyse 
productiveness may be counteracted by the impetus given by 
falhng exchange to the export trade of the country concerned 
It IS true that certain branches of German mdustry were, for a 
time, able to undercut pnces on the world market in competi- 
tion with foreign mdustry But this “dumping” was weakened 
by the considerable export duties imposed by the German Govern- 
ment, by additions, based on the exchange, made to export duties, 
and by various restrictive measures which have been imposed 
upon German exports by a number of foreign States If, notwith- 
standing all this, German concerns can still compete on the world 
market, a competition which is considered as a throwing away 
of goods, it IS only by reason of calculations which do not sufifi- 
cently heed the depreciation of money in connection with stocks 
of goods, with wnting-o£f, and with the formation of reserves — 
that IS, at the cost of the essential means of business, and, accord- 
ingly, at the expense of the future 

On the whole, the effect of the depreciated currency on the 
German export trade has not been able to prevent a smaller reduc- 
tion in German imports than m German exports, as compared 
with the last year before the War, so that a very unfavourable 
balance of trade has resulted In the four years 1919-1923, 
imports amounted in all to 25 5 milhard gold marks, exports to 
only 14 5 milhard gold marks, the passive balance of trade being 
thus II milhard gold marks On an annual average of those four 
post-war years, imports reached 60 per cent and exports only 
36 per cent of the position of 1913, the passive balance of trade, 
amounting annually to 2 75 milhard marks, being thus nearly five 
times as large as in 1913 Far from being improved by the 
breakdown in the German currency, the German trade balance 
has aggravated the collapse of that currency 

On the other hand, the collapse has produced to the full the 
other effect expected by theory, namely, that of rendenng im- 
possible the investment on favourable terms of foreign capital in 
Germany No foreign capitahst would consider it a practical 
proposition to give German concerns or German pubhc bodies 
creit repayable m German currency The heavy losses which 
foreign speculators have suffered through such transactions in 
German marks have fnghtened them away The German who 
seeks credit must, therefore, m so far as he may stiU be able to 
obtain it from abroad, bear the risk of possible nses in exchange, 
and over and above this he must submit to very severe conditions 
m regard to interest and commission 

Apart from the lending of capital, foreign investors have shown 
great mterest m German secunties, an mterest which, however, is 
most senous for Germany The fact that the pnces of rural and 
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urban land and of shares in all kinds of German undertakings 
have not risen to a degree at all corresponding to the depreciation 
of the currency makes it possible for foreign capitahsts to procure 
German secunties of all kinds for a mere song It has been shown 
that, translated into Amencan dollars, the shares of the Gelsen- 
kirchen mines stood at the end of March 1923 at a pnce which 
was only about 7 per cent of the pnce in January 1914, notwith- 
standing that t^s concern did not in any way water its capital 
by the issue of new shares And yet these Gelsenkirchen mining 
shares are a relatively favourable case The total share capitd 
of the ‘ Deutsche Bank,” with a nominal value of 800 miUion 
marks, represented at the end of March 1923, when the quotation 
was about 250 times as much, a value of 200 milliard paper marks 
— that IS, 10 milhon dollars In 1913, for the purpose of buymg 
the shares of the Deutsche Bank — which at that time had a 
nominal value of only 250 million marks — ^Amenca would have 
required 60 million dollars— that is, six times as much as would 
be required to-day to buy the entire capital which has been 
increased threefold • As a result the transfer of German in- 
stitutions to foreign ownership has taken on terrifying pro- 
portions A very considerable part of the house property, 
especially in large towns, has been so transferred, and shares m 
world-renowned German industnal and trading concerns are 
being continually bought up by foreign purchasers to an extent 
which cannot be fully ascertained In many cases this course 
of events rendered it necessary to make special provision by the 
creation of preference shares with a greater voting power and 
the tieing up of these shares in reliable hands, to prevent the 
direct control of the concerns passing into the hands of the foreign 
purchaser The sale of German goods at ridiculously low pnces 
has, therefore, been supplemented by the much more senous and 
more widespread sale, at similarly ndiculous pnces, of German 
productive wealth Tue German nation is thus m danger of 
becoming the slave of foreign capital 

It is true that the depreciation of money is not the pnmary and 
only cause of this fateful development The destruction of a large 
part of the German national wealth, the paralysis of the German 
power of production, and the passing into Weign hands of German 
economic institutions are all rooted m the consequences of the 
result of the War and in the Treaty of Versailles The depre- 
ciation of German money cannot be properly understood unless 
considered in conjunction with these deeper causes of German 
misery But the depreciation is the most important medium 
through which those causes operate 
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3 The Problem of Finance 

The depreaation of money has caused disturbances in the 
budgets of pubhc corporations no less senous than those which 
have been caused m pnvate households and firms, m fact, as, m 
the case of public budgets, the counteracting factors which operate 
m pnvate concerns are to a large extent lackmg, the disturbances 
are even more far-reaching and threatening Budgeting whilst 
money continues to depreciate becomes a farce, and attempts 
to make revenue meet an expenditure which increases hke an 
avalanche become absolutely a waste of effort At each new fall 
m the value of money the matenal and personal expenses adjust 
themselves to the depreciation of money m the pnces, salaries, 
and wages which must be paid, whereas for a large part of the 
revenue such adjustment is either impossible or is possible only 
at a very slow rate An immediate and direct adjustment is 
only possible in the case of those taxes which are raised by way 
of a percentage of the value of products or turnover {e g taxes 
on coal, turnover, and capital transactions) This is also the case 
with deductions made at the source from wages and salanes, and 
with income tax deducted at the time when the wages and salanes 
are paid Finally, it is possible with taxation levied at the source 
on profits on capital, although in that case only to the qmte mmor 
degree to which the profit on capital itself becomes adjusted to 
the depreciation of the money No adjustment takes place in 
the case of taxes on consumption which are raised by specified 
amounts of money based on the measure or weight of the taxed 
commodity (eg taxes on beer and sugar) A slow adjustment 
which always lags behind the depreciation of money takes place m 
the case of taxes on income and wealth which have to be assessed, 
because in such cases several months at least are required for 
the purpose of assessment for a past period of time, or for a 
defimtely fixed assessment date, and the tax is then paid m a 
currency which has once more become depreciated as compared 
with the currency m which the income was drawn and the 
wealth assessed An automatic adjustment is impossible until 
the currency has been stabihsed The law of the 31st March 
1923, which provides that the depreciation of the currency 
should be taken mto account m connection with taxation, offers 
no solution to this senous problem, and is only an emergency 
measure 

The senous consequences, notwithstanding the unprecedentedly 
heavy taxation, which these circumstances have brought about 
m the finances of the Reich may be seen from the Budget for the 
finanaal year 1922-23 This is shown m the followmg statistical 
table — 
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Month 

Milhard Marks 

Revenue 

Ordmary 

Expenditure 

Excess of Revenue 
over Ordmary 
Expenditure 

Expenditure on 
Subsidised 
Services 

Excess of Revenue 
over Expenditure 
mclusive of State 
Subsidies 

Expenditure due 
to Peace Treaty 
Requirements 

Total Budget 
Deficit 


1 

2 

3 

4 

5 

6 

7 



1922 









Apnl 

145 

70 

+ 75 

03 

+ 72 

16 2 

90 

291 

May 

21 0 

12 3 

-1- 87 

09 

+ 78 

16 I 

83 

290 

June 

21 6 

II I 

-1-105 

28 

-f 77 

13 5 

58 

317 

July 

26 I 

20 4 

+ 57 

I 9 

-1- 38 

166 

12 8 

493 

August 

42 0 

34 4 

■f 76 

12 0 

- 4 4 

19 I 

235 

I 135 

September 

44 4 

96 0 

— 51 6 

42 5 

- 94 I 

255 

119 6 

I 466 

October 

679 

100 4 

- 325 

71 I 

— 103 6 

49 I 

152 7 

3 181 

November 

1449 

163 2 

- 183 

789 

- 97 2 

1381 

235 3 

7 183 

December 

231 0 

441 7 

— 210 7 

2573 

— 4680 

188 0 

6560 

7589 

1923 









January 1 

360 5 

301 5 

-1- 590 

1950 

— 1360 

4507 

5867 

17 972 

February 

521 2 

868 I 

-3469 

7358 

— 1082 7 

4239 

1506 6 

27 918 

March 

794 7 

17472 

-952 5 

1304 1 

— 2256 6 

7563 

3012 9 

21 190 


This table shows that the enormous burden of taxation which the 
German nation imposed upon itself was not by any means borne 
m vain up to the second half of the year 1922 The revenues 
of the Reich, which, whilst the currency remained relatively stable, 
were nsing rapidly (column 2), were sufficient not only for the 
expenses of the internal administration (column 3), but the grow- 
mg surplus (column 4) sufficed for the necessary subsidies to 
vanous workmg departments, railways, and post-offices (column 
5), and still left a fair surplus (column 6) after these subsidies had 
been paid In June 1922 the surplus after the ordinary expendi- 
ture of the Reich had been met reached the maximum figure of 10 5 
millia rd marks The surplus of the revenues of the Reich over 
the admmistrative expenffiture and the subsidies to the vanous 
workmg departments amoimted in April to 7 2, m May to 7 8, 
m June to 7 7, and m July to 3 8 milhard mar^ At the average 
rate of exchange for the dollar m each of these months, the 
surplus m the quarter from Apnl to June amounted to a httle 
more than 100 milhon gold mar^ a month, and m the four months 
firom April to July it aggregated about 350 milhon gold marks 
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These surpluses were available for the expenditure required for 
the fulfilment of the Treaty of Peace They did not, of course, 
nearly suffice for these requirements, but the total deficit m the 
budget of the Reich, including such expenditure, was decreasing 
month by month up to June (column 8) 

A complete change m this favourable course of development 
in the finances of the Reich occurred when in Jime the Conference 
of Bankers in Pans failed to regulate the reparations question by an 
mtemational loan, and when the French entered upon their pohcy 
of violence and brought about the total collapse of the German 
currency The surplus m the revenue of the Reich over expendi- 
ture on administration and subsidies again changed to a deficit, 
and in proportion as the dollar rate rose (column 9) so also the 
deficit mcreased until ultimately in the month of March 1923, a 
deficit of 3 bilhon marks was registered 

The exchange cnsis has thus become for the Reich, the 
finances of which were on the high road to consolidation, a financial 
catastrophe The floating debt of the Reich, in which almost 
fantastic developments are most clearly visible, rose from 312 
milhard marks at the end of June 1922 to 528 milhard marks at 
the end of September, to 1822 milliard marks at the end of 
December, and to 8274 milhard marks at the end of March 1923 
It IS, of course, true that, as from the month of January 1923, the 
enormous calls caused by the French invasion of the Ruhr helped 
in the downfall of the Reich s finances , but the decisive turn had 
already taken place at the beginning of the second half of 1922, 
when the fresh collapse of the German currency was brought 
about by French pohcy Thus in the sphere of public finance 
also does the depreciation of money act as a medium for the 
forces which threaten the economic and mtellectual life, and 
the pohtical and social order of Germany with destruction 

f 13 The Ideal of a Currency with a Constant 
Purchasing Power 

The final paragraph of the previous editions of this book also 
contained the above heading, yet in the days when the previous 
editions were wntten we had a state of the monetary system, not 
only in Germany but m almost all countnes of economic import- 
ance, which, in so far as stabihty of money value is concerned, 
appears to us to-day an ideal state In those days there was an 
mterestmg theoretical problem, a problem which played an im- 
portant part m scientific hterature but which was of no very great 
consequence in econonuc life To-day, however, we are faced with 
a practical problem of the utmost importance, for the solution of 
M^ch there is pressing need, a need as pressmg as is that of a sick 
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body for medical help In these circumstances the question arises 
how far the earher theoretical speculations still hold good in the 
hght of recent expenences, and how far they are of use for any 
practical solution of the problems forced upon us by the develop- 
ments of the last few years For that reason we shall begm by 
givmg the final paragraph in the form m which it appeared m 
previous editions 


The Old Line of Argument 

The desire for a stable currency is due to an appreciation of 
the results of changes m the value of money which are contrary 
to the pnnciples of justice and which adversely affect economic 
development 

A money is sought, the supply of which can constantly be 
kept in equilibrium with the demand, so that of itself it may not 
influence general economic processes 

However much greater may be the secunty for a stable basis of 
monetary value which is offered by the precious metals especially 
by gold in companson with other articles of value, and however 
much this degree of secunty can be increased by the elastic com- 
plement which the modern monetary system offers by means of 
media of payment based on credit, yet in the case of currencies 
based on the precious metals, the value of money is exposed to 
inherent influences which cannot be regulated by any plan 

In contrast with metalhc currencies, we have found m paper 
currencies an organisation of money which, from the purely 
theoretical point of view, appears to place the control over the 
value of money in the hands of the State In such an orgamsa- 
tion, the supply of currency is not dependent on phenomena which 
are more or less beyond our powers, such as the output of the 
precious metals or the international movements of these metals 
It IS, m fact, entirely dependent upon the wiU of those authonties 
whose duty it is to issue the paper currency The very nature 
of such an orgamsation of money would make it appear possible 
to have, at all times, absolute equihbnum between the supply 
of and the demand for currency, and so to secure stability of 
value, with complete independence of the currency from any 
economic phenomena 

A paper currency pure and simple constitutes in a certam sense 
the extreme point in the histoncal development of money 
Whereas onginally only articles of utihty fulfilled the functions 
of money, whereas metalhc corns can at any time be transformed 
into articles of utihty by being melted down and worked up, and 
whereas the value of these coins depended, at first exclusively and 
later partly, upon the possibihty of their being so transformed. 
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paper currency can be used only as money, and it is the pure 
embodiment of the money function Both justice and the pubhc 
mterest, as well as the histoncal development of money seem 
to pomt to paper currency pure and simple as the ideal organisa- 
tion of money 

There exist, however, certam obstacles which cannot be over- 
come in practice and which make it impossible for us to reach this 
goal, which IS logically the ultimate point of the development of 
money So long as our economic and pohtical institutions continue 
to be organised on their present lines and so long as our insight 
into the economic connection of things is not much greater than 
It IS in the present state of the science of pohtical economy, paper 
currency will continue to be regarded in practice as an anomaly, 
and the connection of the value of money with one of the 
precious metals will continue as the most desirable and the 
normal state of affairs, and this for the following reasons — 

At first sight one would regard it as an advantage of paper 
money pure and simple that it places the State in the position of 
regulating the issue of money in accordance with the demand 
for it, and so of keeping money value absolutely stable, but great 
difficulties stand in the way of giving practical effect to this 
advantage In the first place, we have no rehable cntenon for the 
changes in the value of money We need only look at scientific 
writings on money in which the cntenon for an insufficient cover 
of the demand for money was sought partly in the fall of pnces and 
commodities and partly in rising rates of discount and we need 
only contrast with this the actual course of development m the 
last decades before the War as set out above (p 565), in which not 
nsing discount rates and falhng prices, but nsing discount rates 
and nsing pnces coincided with each other According to the 
view of those who see an exact index of the value of money m 
more or less complicated statistics of pnces, it would have followed 
that under a monetary system which placed the complete regula- 
tion of the supply of money m the hands of the State, the currency 
in circulation m Germany in the years 1897-1899 and from 1904 
to 1907 should in order to have counteracted the general nse in 
pnces, have been considerably contracted, and this when the 
official rate of discount was at times 6, 7 and even 7J per cent t 
The cnses which would have been precipitated by such a "regula- 
tion of the value of money' are almost inconceivable The con- 
trary pohcy would, on the other hand, have been pursued if the 
view held by those who see in the movement of discoimt rates the 
cntenon of the demand for money had been acted upon, for under 
this conception the circulation of currency would have been 
mcreased by an expansion m the issue of paper money by the 
grantmg of credit at lower rates of mterest, and this must have 
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still further artificially encouraged overproduction and overspecu- 
lation If, however, we take the view that the factors which 
operate on the side of money and also, and to an enormously pre- 
ponderating extent, the changes brought about m our econoimc 
orgamsation by the movements m the trade cycle, find their ex- 
pression in alterations of pnces and rates of discount, then which 
of these concrete phenomena should we take as the pomt of 
departure for the regulation of the value of money? 

But the msufficiency of our knowledge is not the only obstacle 
At least as important is the absence of any certainty that in the 
case of a paper currency pure and simple, the machinery by which 
the issue of currency is regulated would be handled in accordance 
with the dictates of justice and of public interest Even to the State 
itself the unrestncted possibihty of making money out of nothing 
IS too tempting for us to feel quite certain that there would be no 
misuse of the power for fiscal purposes Added to this, especially 
m these times of economic controversies, a fight would result be- 
tween the interests concerned and this fight would, in the absence 
of an objective cn tenon, be decided m advance not by reason and 
justice but by brute force only On the one side we should have 
all those who owe money fighting for the greatest possible issue 
of money and for the largest possible diminution in the value 
of money, and on the other side we should have creditors and all 
those in receipt of fixed salanes, dividends and wages who would 
be interested m the preservation and the increase of the value of 
money The fight which would be waged round the value of 
money would, more than any other economic conflict between 
various interests, necessanly lead to the demoralisation of eco- 
nomic and of social hfe Such destructive controversies can be 
avoided — not completely, as otherwise we should never have had 
a “currency question” — by placing the value of money in a 
position of dependence upon one of the precious metals, the value 
of which IS not within the sphere of influence of the economic 
parties, and the properties of which give a greater guarantee of 
secunty for an approximate stabihty of its value than has so far 
been observed in any other commodity 

The association of the value of money with that of one of the 
precious metals is, however, not necessary merely for the purpose 
of absolving the State from a duty which it cannot fulfil, and for 
preventing its regulation from becoming the bone of contention 
between brutal interests It finds its mam justification m the 
requirements of international trade Disturbances caused in 
mtemational trade relations by fluctuations in the reciprocal 
relations of value between the currencies of various countries 
have already been fully explained We have seen that m practice 
it is possible to eliminate these fluctuations only because the 
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vanous countnes connect the value of theu- money with one and 
the same money substance The developments m the last decades 
(before the War) have brought about a state of affairs in which the 
majonty of the countnes which participate m the world’s com- 
merce have estabhshed the value of their money on the basis of 
gold If these countnes had paper currencies the values of which 
were independent of any concrete commodity, and which were 
regulated by measures of the States, which for their part would 
depend upon the irresponsibility and the changing power of con- 
flicting interests, then a relation of any stability between the 
moneys of the vanous States could not subsist, so long as the total 
issue of paper currency for all the States was not uniform and so 
long as it was not controlled by one central institution The con- 
ditions precedent for such a paper currency would be no less than 
those which would be necessary to ensure perpetual peace 

We may regret and criticise the fact that in a monetary system 
which is built up on a metallic basis the value of money is domin- 
ated by forces which cannot be controlled by us and which may 
conceivably at some time or other lead to a senous redistnbution 
of wealth and to considerable disturbances in the economic 
situation The past history of the monetary system may, how- 
ever, reconcile us in this matter, as m so many other spheres, to 
the incompleteness which is inherent m all human arrangements, 
because the history of the vanous paper currencies forces us to 
the conclusion that the provisioning of a country with money, and 
consequently the determination of the value of money, is usually 
most unsatisfactorily regulated when the greatest degree of control 
IS exercised by the human element Even those who have the 
greatest belief in the capacity of humanity for intellectual and 
moral development cannot doubt that many a year will pass before 
the deficiency m human knowledge and the power of human self- 
seeking and passions will be sufficiently overcome to enable money, 
which is the earner of all economic relations, to be freed without 
nsk from its association with a universally accepted value 

The proper method for mmrmismg the imperfections of moneys 
based on a metalhc standard, imperfections the existence of which 
no one denies, hes m the development of those methods of pay- 
ment and of bankmg which mcrease the degree to which money 
can adjust itself to the requirements of the country, and which 
thereby limit disturbances which are detnmental to the stabihty 
of money value 


New Constderattons 

Dunng the last few years the view has been confirmed that 
stabihty in the value of money is subjected to the most senous 
disturbances just m the case of paper currencies which, on purely 
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theoretical grounds, permit of a methodical and complete adjust- 
ment of the circulation to the demand for money, and accordingly 
render possible the control of monetary value We have seen 
that the factors which have compelled us to give up the gold 
standard and adopt a paper standard also, so long as they con- 
tinue to operate, make it impossible systematically to regulate 
the currency and the value of money on the basis of the paper 
standard It has further been shown that econoimc life and 
the State, as soon as the pressure of circumstances relaxes, find 
a point of support for the stabilisation of the local money m the 
money of such foreign countries as have retained the gold basis 
rather than in any cntena available in the country itself, cntena 
which might have been considered theoretically for the purpose 
of fixmg money value When the economic and financial recovery 
of England enabled that country to take in hand the reconstruction 
of her monetary system, this was not done by taking as a fixed 
norm of monetary value some index number of wholesale pnces, of 
cost of hving, or of wages, but the dollar rate which corresponded 
to the ongmal gold panty, just as in the past Russia, Austna- 
Hungary, Argentine, and other countnes which attempted to 
change from a greatly fluctuating paper currency to a stabilisation 
of money value, endeavoured to attain a fixed rate of exchange 
with gold standard countnes 

The wnter is convmced that Germany, too, when conditions 
become appropriate for a stabilisation of the value of money, will 
attempt to solve the problem, not on the artificially constructed 
basis of index numbers, but by the simpler method which is in 
practice sufficient to establish a fixed relation with the currencies 
of gold standard countnes, just as the Reichsbank in January 1923 
actually attempted to put a stop to the nse in pnces — that is, to 
stabihse the internal value of money — bv stabilising the dollar rate 
— that IS, by way of the external value of money If, however, the 
economic and financial strength of the country is not sufficient to 
bnng about such relation with a stable foreign currency, then we 
cannot see how this strength can be sufficient to estabhsh a fixed 
index number, which is at the best a conglomerate of pnces and 
wages The dollar is a simple and indisputable entity, which 
nowadays ranks throughout the whole world as the standard umt 
of value The regulation of the mark on the basis of the dollar rate 
which IS quoted from day to day on the foreign Exchanges is 
infinitely more easy to effect than would be its regulation on the 
system of index numbers, the construction of which must always 
be controversial and the apphcation of which would necessarily 
entail the collection of masses of statistical data as well as tedious 
calculations Over and above this, the techmcal possibihty of 
regulating the relation of the currency to a foreign money umt by 
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influencing rates of exchange has been explored in practice in a num- 
ber of important cases, whereas the problem of stabihsmg money 
value on the basis of mdex numbers constructed artificicdly from 
a large number of pnces and wages has so far nowhere been tned, 
and if it is to be earned out by the expansion and contraction of 
the currency circulation, it must stand or fall with the pure Quantity 
Theory Tlie only practical aim which we should have, therefore, 
IS that of estabhshing a fixed rate of exchange with the money of 
the world market — that is to say, a fixed ratio of value with gold 
Under the present pohtical, economic, and financial circum- 
stances this end still lies in the far distance It is, therefore, easily 

understood that the many circles which suffer by depreciation 
and fluctuations in the value of the German currency do not 
allow themselves to be comforted by the prospect of attaining 
this goal, but give hard thought to the question of discovenng a 
method by which, pending the final reconstruction of the German 
monetary system on a stable basis, it would be possible to alleviate 
the existing evils and to avert the senous dangers which threaten 
These endeavours frequently masquerade under names which 
make it appear as if the aim were to introduce a new stable 
medium of circulation in place of the continually depreciating 
mark Such designations as “gold mark,” ‘ Neumark,” "Fest- 
mark,” “ index mark” must give nse to such an impression In 
point of fact however, we are dealing m the case of such en- 
deavours (which have already been mentioned above in the 
paragraph on the overthrow of the nominalist theory of value 
by the depreciation of money) with a somewhat different phenom- 
enon These attempts aim at retaining as a medium of circula- 
tion, because necessity dnves us to it, the present fluctuatmg mark, 
which may possibly depreciate still further, but they at the same 
time aim at creating a new entenon for the true v^ue of money 
debts and of the usual services which must be paid for m money, 
such as wages and salaries, etc Thus Geiler defines the aim as 
that of " creatmg immediately a stable internal measure of value, 
and this, in view of the impossibihty of any real basis, at first only 
in the form of an abstract umt of account” (Neumark) Side by 
side with this stable umt of account the present currency would con- 
tinue to be vahd as a medium of payment and would, therefore, be 
placed in a changing relation to it In accordance with this system 
the paper mark would continue to be a medium of payment for 
money debts expressed m this new unit of account, but for the 
purpose of deterimmng the amount of paper marks to be paid m 
settlement of the debt, the ratio would be taken in which the paper 
mark stood to the fixed unit of account The " Neumark ” would 
then be the basis of the “ Inland Purchasing Power of the Mark,” 
which would be fixed by combimng the existmg index numbers 
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A number of other attempts have been made on similar hnes, 
except that in some cases, instead of the home index number, the 
average of the rates of the gold exchanges for specific penods 
of time, or the gold mark is taken as a basis 

Geiler urges the gradual and optional introduction of his 
"Neumark,” admitting its use in the register of landed property as 
well as permitting its employment m staking balances, m legal 
decisions, and in insurance business Others, on the other hand, 
are in favour of a more general and compulsory introduction, 
possibly even with retrospective force in regard to money con- 
tracts previously concluded 

We have however, pointed out elsewhere that by separating 
that which is ‘ tn obhgattone from that which is “tn soluttone,” 
the unity of the monetary concept is spht into two in a manner 
which cannot be permanently sustained It was further pointed 
out that in the rye bonds and coal bonds — ^more recent instances 
have to be added to these in the shape of the gold bonds of 
the Rhein-Mine-Danube Company and the potash bonds of the 
Prussian States — the separation of the actual content of value from 
the medium of settlement of the money debts has been brought 
into actual being by way of unfettered agreement in individual 
concrete cases This solution depnves money of its property as a 
store of value m so far as debts payable m money are concerned, 
but the need of a stable store of value, which retains the ad- 
vantages of being a claim for money without participating in the 
depreciation of money, is to some extent met by the contnvance 
It does not, however provide m any way against any further 
depreciation m the circulating currency In any case we may 
perhaps say that the creation of such " valonsed loans " does not 
make it impossible either to retard or to accelerate the process of 
depreciation of the money 

The position is substantially different when, m one form or 
another, an index currency is applied to the reward for services 
In so far as wages and salanes are concerned, the index currency, 
whilst retaining the depreciating media of circulation, must m 
practice result m a system of "shding-scales" for rates of wages 
and salanes The results of practical expenence of this system 
are available, especially from Austna, and are by no means 
encouraging In a "memorandum regarding the shding-scale for 
salanes ’ presented in September 1922 to the German Reichstag, 
the following remarks are made regarding the Austnan 
expenences — 

" In Austna, wages and salanes have been adjusted to the cost 
of hvmg mdex both m trade and in industry, as well as m the 
case of State employees, m the contracts with the industrial 
employees, the shding-scale addition was first made by the salanes 
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increasing or decreasing by a multiple corresponding exactly to 
the mcrease or decrease m the cost of hving The adjust- 

ment took place at short intervals, at one time even, by reason 
of the rapid increases in the cost of hving, twice within fourteen 
days This system made it clear that m the purely mechamcal 
adjustment of wages to cost of hvmg the increase in that cost was 
frequently overestimated It became clear at the negotiations 
earned on for the purpose of fixing the index that endeavours were 
being made to base the index on as high pnees as possible so as 
to force it upwards This led to excessive increases of wages and 
produced a fresh wave of nsmg cost of hving which in turn 
necessitated a renewed increase in wages It became more and 
more evident that those who received wages had no interest in 
any cheapening of articles of necessity, and that m fact, acceler- 
ated increases in the cost of hving at each point of time when the 
index came to be calculated appeared to them as desirable because 
they thereby obtained a corresponding nse in wages for the 
following month ” 

Even if we leave out of account every abuse of the shdmg- 
scale system, we still cannot escape the conclusion that such a 
system must necessanly remove the last obstacle to the menacing 
race between wages and pnees Whereas a nse in the prices of 
commodities which is not automatically followed by a nse in wages 
and salanes gives, on the one side, an impetus to increased in- 
tensity of labour, and, on the other side it restricts consumption, 
yet if wages adjust themselves automatically to increases in the 
cost of living, these very forces which alone can operate at the root 
of the nse in pnees become inoperative The adjustment of w ages 
to a nse in the cost of living must then lead to a fresh nse in pnees, 
this in turn leading to a further nse in wages, and so on ad tnfim- 
tunt, and if the State or its Central Bank — and this is a necessary 
condition of the system — makes its note-printing presses available 
for the calls upon them which result from this race, then the 
inflation must go on in geometrical progression The greatest 
danger of our modern complicated process of production hes in the 
fact that the workman has lost all sense of direct relation to the 
product of his labour, and that he no longer feels the advantage of 
increased effort and of careful methods of work as directly as does 
the small handicraftsman or peasant working for himself The 
very last traces of such relation are, however, removed as far as the 
workman is concerned if, by the automatic adjustment of his paper 
wages to his cost of hvmg the illusion is fostered of there bemg 
no necessity for him to make any personal exertions to overcome 
the nse m the cost of hving The ultimate result must be, as 
was actually the case m Austna an mtensified nse m the cost of 
hvmg and -an acceleration m the depreciation of money 
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In Germany the shdmg-scale system or the index mark has, 
in the matter of taxation and in that of regulating salaries, 
already approached a degree which gives ground for concern 
A formal and complete introduction of this system would not 
only accelerate the total collapse of the German monetary system, 
but would also bnng rmn upon the entire economic organisation 
of Germany Germany, without a doubt, if the monetary system 
and its economic institutions are to recover, will have to 
abohsh the use of the narcotic of the continued increase in media 
of pa3ment and, given the necessary pohtical conditions, will 
ultimately have to adopt a policy of deflation Germany, too, 
when the apparent profits resulting from continual increases in 
pnces and nses in rates of exchange have ceased and definite hmits 
to wages and salanes have thereby been attained, will have to pass 
through the cnsis which wiU precede a complete recovery of health, 
a cnsis which no country has yet escaped when, after becoming 
accustomed to inflation and to a depreciation of money, it has 
begun a regimen of cure The ‘ shdmg-scale” and the ‘‘index 
currency” lead, however in the opposite direction 

[With the exception of a final paragraph, now no longer relevant, 
the German text ceases here The author was killed in a railway 
accident in 1923 after the publtcaiion of the 6 th edition ] 
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§ I THE REINTRODUCTION OF THE GOLD 
STANDARD 

At the tune when the last German version of this work appeared, 
economic and, especially, currency conditions over the greater 
part of Europe were such as to justify the worst apprehensions 
of the author The Reparations question was not only not solved, 
but the then recent invasion of the Ruhr seemed to have in- 
augurated the final stages in the financial and economic dis- 
memberment of Germany The Russian currency was still in 
process of decay the pound sterhng was still to slide backward 
throughout the second half of 1923 the condition of French 
finance was prepanng the first great dibacle of the franc, and the 
franc was afiectmg synjpathetically the position of the lire and 
the Belgian franc The smaller European neutrals had not yet 
entered the path of currency stabilisation, and, outside Europe, 
the countnes of the British Empire, m spite of their importance 
as gold producers, were awaiting a lead from the Mother Country 
The failure of the Indian Government’s plan to stabihse the 
rupee at 2S gold and then at 2s sterling in 1920 had caused India 
to revert to a hmping standard of mixed silver and paper only 
in Austna had the seemingly miraculous occurred and that 
European paper currency, which of all had seemed first destined 
to be destroyed, stood stable in terms of the American dollar, the 
prestige of which stood unchallenged 

Since then Belgium has definitely stabihsed the franc and 
introduced a new unit of account, the belga (25th October 1926) 
In France, m spite of the fact that formal stabilisation has been 
delayed, the franc is virtually stable in the neighbourhood of 
125 francs to the gold pound In India, as a consequence of the 
Report of the Royal Comtntsston on Indtan Currency and Finance, 
issued in August 1926, the rupee is stabilised at is fid gold and 
steps are being taken to mtroduce a “gold bullion standard” on 
the hnes of the Bntish Gold Standard Act of 1925 Denmark 
returned to the gold standard at the old par of exchange on 
1st January 1927, Canada returned to the gold standard on 
1st July I92fi Even in countnes such as Poland, where the 
onginal attempt at introducing a fixed panty between gold and 
the local currency broke down, the fluctuations dunng i92fi 
tended to be less severe, whilst m other cases, for example, Brazil, 
though stabihsation had not yet been effectively earned through, 
the legislative programme — ^including the establishment of 
a new imit of account, the cruzeiro — ^had been imtiated Thus 
the tendency towards the estabhshment of a fixed relation between 
gold and the local currency, which step, and not the determination 
of reserve ratios or the rigid grant of convertibihty mto gold or 
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Table II — Rates 
(New York Buy- 


Country 


Panty 

December 1923 ' 


Rate 

Percentage 
of Par 






Cents 


London 

48665 cents ~/i 

43601 

8959 

Stockholm 

26 799 

= i Krona 

26 341 

9829 

Montreal 

100 Canadian cents =100 U S 




cents 


97 614 

97614 

Bombay 

48 665 cents = I rupee 

31 410 

64 54 

Amsterdam 

40 196 

=i gulden 

38 039 

9483 

Yokohama 

49 846 

= i yen 

47 010 

9431 

Mexico 

49 85 

=i peso 

48 50 

97 29 

Switzerland 

19295 

= i franc 

17452 

90 45 

Buenos Aires 

42 452 

= I peso papel 

32 070 

75 54 

Montevideo 

103 425 

=i peso 

77 660 

75 09 

Madrid 

19 295 

= i peseta 

13038 

87 57 

Copenhagen 

26 799 

= i krone 

17 821 

66 50 

Christiania 

26 799 

=i krone 

14927 

55 70 

Rio de Janeiro 

32 44 

=i milreis papel 

9 466 

29 18 

Valparaiso 

r 20 61 
\l2 166 

= i peso papel ^ 
=i peso’^® / 

10 891 

52 84 

Pans 

19 295 

= i franc 

5250 

27 21 

Brussels 

/ 19 295 
\1390 

= i franc \ 

=i belga / 

4580 

23 74 

Italy 

19 295 

= i lira 

4337 

22 48 

Prague 

20 262 

-=i koruna 

2 925 

1443 

Helsingfors 

/ 19 295 

1 25185 

= I markka 'I 
= T markka® / 

2 489 

12 9 

Athens 

19 295 

= i drachma 

1 895 

9 82 

Belgrade 

19 295 

= i dinar 

1 136 

5 89 

Sofia 

19 295 

=i lev 

0 816 

423 

Bucharest 

19 295 

= i leu 

0515 

2 67 

Budapest 

r2o 263 
11749 

=- 1 korona \ 

=i pengo’ / 

0 0052 

003 

Warsaw 

/ 23 821 

\ 19 295 

= I marka \ 

— 1 zloty / 

0 00002 

0 0001 

Berlin 

23 821 

= i mark 

0 000002 * 

0 0001 

Vienna 

14 071 

=i schilling ® 

0 0014 

0 007 


1 From the League of Nations Memorandum on Currency and Central Banks 
191 3-1925 vol 11 

From the Federal Reserve Bulletin January 1927 
Hundred thousand paper marks 
Number of cents for one Reichsmark 

The schillmg mtroduced m December 1924 = 10 000 paper crowns 
New legal par fixed December 1925 The figure for the second column 
calculated according to this new par is 100 26 per cent 










APPENDIX 631 


of Exchange 
mg Rates) 


December 1924 ^ 

December 1925 i 

December 1926 • 

Rate 

Percentage 
of Par 

Rate 

Percentage 
of Par 

Rate 

Percentage 
of Par 

Cents 

469 58 

9649 

Cents 

484 98 

99 66 

Cents 

485 125 

9969 

26 964 

100 62 

26 795 

99 99 

26 720 

99 70 

9969 

99 69 

99 97 

99 97 

99 93 

99 93 

35514 

98 

36 875 

75 77 

36 046 

74 08 

40 416 

100 55 

40 187 

9998 

39 992 

9948 

38 440 

77 12 

43 191 

86 65 

48 937 

98 17 

48 81 

9791 

48 75 

97 79 

46 672 

93 62 

19 378 

100 43 

19 298 

100 02 

19 319 

100 10 

38 948 

91 75 

41 500 

97 76 

41 02 II 

9668 

98095 

94 85 

loi 784 

98 41 

loi 259 

9791 

13963 

72 37 

14 190 

73 54 

15 237 

78 95 

17 636 

65 81 

24 864 

92 78 

26 637 

99 39 

15074 

56 25 

20 316 

7581 

25 286 

94 35 

11 646 

35 90 

14 218 

43 83 

II 854 

36 54 

11 381 

55 22 

12 181 1® 

100 12 

12 036 1® 

98 90 

5399 

2798 

3 736 

19 36 

3949 

20 46 

4965 

25 73 

4530 

2348 

13911I® 

100 08 

4302 

22 30 

4031 

20 89 

4 435 

22 98 

3 020 

1491 

2 962 • 

99 88 

2 962 ® 

99 88 

2 53 

13 II 

2 525 

1309 

2 521 

100 04 

I 814 

9 40 

I 289 

6 68 

I 264 

655 

I 496 

7 75 

I 771 

9 i8 

I 765 

9 15 

0734 

38 

0 729 

378 

0724 

3 75 

0 508 

2 63 

0 461 

2 39 

0 521 

2 70 

0 0013 

0 01 

0 0014 

0 01 

17 565 ’ 

too 43 

19 204 ® 

99 53 

10 844 ® 

56 20 

II 267 ® 

58 38 

23 80 * 

99 92 

23 807 * 

99 94 

23 796 * 

99 90 

0 0014^® 

0 007 

14 060 

99 92 

14 080 

100 07 


^ Since 1926 tlie legal unit of currency is the pengo (i peng6 = i2 500 paper 
crowns = 17 49 cents) 

® Number of cents for one zloty 

® According to the legal value of the koruna fixed m March 1925 between 
2 90 and 3 03 cents 

According to the new par fixed m September 1925 

100 pesos papel=44 pesos oro 

Parity with the belga 

Old parity 20 263 cents=i krone 
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foreign exchange of the local currency, constitutes the essence of a 
gold standard, has continued uninterruptedly since the prestige 
of the gold standard was fully restored, even m the minds of 
doubtmg Ministers of Fmance, by the transition of this country 
to gold in Apnl 1925 The general relations between the most 
important world currency, the Amencan dollar, and the currencies 
of particular areas are best set forth by the movements in the 
rates of exchange, as illustrated m the table on pp 630 and 631 

The relations between the dollar and the vanous currencies 
over these four years can be divided into several groups In 
the first group faU the currencies which have been appreciating m 
terms of the dollar a group which includes sterhng, the rupee, 
the yen, the Argentiman peso, the Swedish and Norwegian 
crowns, the Brazihan milreis, the Chihan peso, and the Serbian 
dinar In the second group there fall those currencies which 
appreciated sharply m terms of the dollar between 1923 and 1924, 
but have remained stable since the Dutch flonn, the Swiss franc 
come in here A third group remains relatively stable through- 
out the Czech crown, the Finnish mark, the Swedish crown, and 
the Viennese crown A fourth group consists of the depreciating 
currencies, the most important, of course, being the currencies of 
the Latin countnes Changes in the unit of account conceal m 
certain cases — ^for example, Hungary — the stability in the value of 
the currency over part of the penod dunng which the currency 
has, in fact, been really steady 

Further signs of the increasing integration of the currency 
systems of the world are afforded by the gradual approximation 
of pnces in different countnes and by the greater steadiness of 
pnces as a whole It is true, as argued by some distinguished 
economists — by Mr Ke5mes, for instance, — that wholesale pnces 
of commodities entenng into international trade must necessanly 
be almost the same m all trading areas, if by this is meant that the 
gold values must be the same But it does not follow from this 
that pnces expressed m terms of local currencies wiU everywhere 
show the same development If world pnces are falhng, reckoned 
in terms of gold, wholesale pnces m a particular area may still be 
nsmg — that is, local wholesale pnces, expressed in terms of the 
local currency, may go up because the gold value of the local 
currency may be falhng Hence local indices of pnces are still 
valuable evidence of the stabihty or the instability of that local 
currency, though m terms of gold the value of the articles covered 
by the mdex may be everywhere the same Table III below shows 

(а) quarterly movements of pnces between 1923 and 1925, and 

(б) monthly pnce movements m 1926, so far as the figures are 
available The table shows clearly enough the enormous effect 
upon pnces produced by inflation in Germany up to the end of 
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• As these h(^res are taken from two sources they are not always congruent 

• From the League of Nations Memorandum on Currency and Central Banks 1913-1925 vol i p 8 

• From the Fed^al Reserve Bulletm January 1927 p 58 

• 000 s omitted * 000 000 s omitted • 000 000 000 s omitted 

' In some cases other near base penods such as July 1914 are taken All the indices are calculated 
by means of an arithmetic average except those for Bel^um Egypt Finland Poland Umted Kingdom 
and Russia for which geometric averages are used ’ Monthly averages 

• Pnees expressed in Reichsmarks • January Apnl July October ” Fifteenth of month 

Prices expressed in schillings “ Gold prices First of following month 

Figure for each month based on the figure for the corresponding month of 19x3 

Pnees m gulden refemng to the tenth and twentieth of each month End of month 

»» Pnees expr^sed in zlotys “ Index of the F%nan$t%dende refemng to the first of the following month 
Last Wednesday in the month •• Prices expressed in Tchervonetzy 

“ Fifteenth of month •• Average of second half of the month “ Revised index 

From the League of Nations MofUMy Bulletin of Siaitsttes December 1926 
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1923, m Poland up to the end of the first quarter of 1924, m Russia 
up to the end of 1923 It also shows how the pnce movement m 
Poland has been affected by the breakdown of the currency 
stabihsation dunng the second half of 1925 and m 1926 The 
table also reveals the steady nse of pnces m the Umted Kingdom 
m the last quarter of 1923, throughout 1924, and then the fall 
which was associated with the return to the gold standard 
French pnces reveal the steady mfluence exerted by inflation 
throughout 1923 to 1925, culimnating in the maximum of 836 m 
July 1926 The de facto stabihsation of the French franc m the 
second half of 1926 reveals itself in the steady dechne of wholesale 
pnces, as franc pnces gradually adjust themselves to the world 
level As gold pnces, measured on the basis of the Amencan 
index, have been gradually falhng dunng 1926, it follows that 
the pnce level m a country hke France should also fall, after the 
panty with gold has been successfully mamtamed for a certam 
penod of time The table reveals how close the correspondence 
of wholesale pnces now is m countnes hke the United Kingdom, 
the USA, Switzerland, the Netherlands, Sweden, Denmark, 
Australasia, though the local indices are not compiled on quite 
the same bases We must leave to a subsequent section the 
question of whether the return to the gold standard imphes the 
likelihood of a permanent downward trend in the value of money 

§ a PROBLEMS OF TRANSITION TO THE GOLD 

STANDARD 

The problems associated with the return to a stable unit of 
value were only gradually realised The first attempts at formu- 
lating general pnnciples are embodied m the sixteen resolutions 
of the Brussels Financial Conference These resolutions envisage 
four mam objectives the cessation of inflation, the restoration 
of the gold standard, the establishment of new Central Banks in 
coimtnes where they did not already exist, and, lastly, the freeing 
of mtemational trade and of the foreign exchanges from the 
shackles of official control On the other hand, on the immediate 
practical point ansmg whenever the return to gold is regarded, 
namely, the estabhshment of a panty of exchange between gold 
and the local currency, the opinions of the Conference were by no 
means dear The estabhshment of an "effective gold standard 
would m many cases demand enormous deflation,” and, therefore, 
the Conference moved that "deflation, if and when undertaken, 
must be earned out gradually and with great caution, otherwise 
the disturbance to trade and credit might prove disastrous ” 
On the other hand, the Conference does not appear to have fully 
apprec»ted the possibilities of devaluaton "It is useless to 
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attempt to fix the ratio of existing fiduciary currenaes to their 
nominal gold value” because, unless the condition of the currency 
concerned were sufficiently favourable to make the fixing of such 
ratio unnecessary, it could not be maintained 

By 1922 expert international opimon had become much more 
clarified on the problems involved The Genoa Conference of 
1922, or, rather, the Second Commission (Finance) of the Con- 
ference, basing itself on the Draft Report of the London Experts’ 
Meeting, which took place before the Conference, and upon the 
Report and Draft Resolutions of the Genoa Experts, passed a 
senes of nineteen resolutions Three objectives were fixed upon 
the cessation of inflation, major conditions of which appeared to 
be the balancmg of budgets and the settlement of debt questions, 
the choice of devaluation rather than deflation — ^that is, the deter- 
mination of new panties between gold and the local currency 
rather than forced action to re-estabhsh the old panty, and, 
lastly, international action in the financial field, particularly a 
conference of the Central Banks of Issue, at which an International 
Convention was to be elaborated for stabilising the future value of 
gold The Conference was clearly impressed with the danger that 
an unregulated return to the gold standard might lead to a wild 
scramble for gold for reserve purposes, thus endangenng the 
expenment itself and, at the same time, making it more difficult 
to resume the gold standard in areas which might find themselves 
only later m a position to imdertake the task 

For reasons which will become clearer in a subsequent section, 
the scramble for gold which was so much feared did not develop 
to any noticeable extent On the other hand, the problem of the 
panty to be adopted is now seen to be the matter of most direct 
import m the currency history of Europe, indeed of the world 
When the problem of restonng the gold standard was first 
senously discussed after the War, the problem was over-simplified 
It was assumed that devaluation was preferable to deflation — that 
IS a new panty was better than the old one in all those areas m 
which a return to the old par mvolved a reduction of the internal 
pnce level and therefore, the nsk of unemployment and de- 
pression of trade It was apparently taken for granted, however, 
that the ” new par” was a relatively simple concept, and it was not 
at first clearly seen that, even if the old par were dehberately 
rejected, a choice could still be made, m certain cases at any rate, 
between two possible parity rates, representing respectively the 
higher and the lower values of the currency concerned, and that 
the difficulty lay m the fact that the foreign exchange value of 
the currency, which was the most obvious stabihsation point to 
take, might be either the higher or the lower value, as the case 
might be 
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These difficulties arose from the fact that, under the influence 
of inflation, the purchasing power of the locjil currency sphts, as 
it were, mto different planes In general, inflation resulted m the 
internal purchasing power of the currency being higher, and in 
some cases very much higher, than the external, so that the 
German paper mark, for mstance, imght at a given moment buy, 
say, 50 per cent more goods and services at home than it did 
abroad, by being exchanged for dollars or pounds sterhng In 
this particular case the internal purchasing power bemg higher 
than the external, the choice of the exchange value of the mark 
as the stabilisation rate was eqmvalent to stabihsation on the 
basis of the lower value of the currency But in other cases, 
notably m the case of the United Kingdom, exactly the opposite 
state of affairs prevailed Owing to the rapid appreciation of 
the pound sterhng in New York, the pound bought more when 
exchanged for goods and services abroad than it did when buying 
goods and services in the United Kingdom itself If the exchange 
value of the pound sterling were taken as the basis of the stabilisa- 
tion of the pound in terms of gold this was equivalent to stabihsa- 
tion on the basis of the higher value of the currency 

In all cases, stabilisation results in economic forces being set 
m motion tending to bnng the internal and external values of the 
stabilised currencies into equihbnum But the immediate social 
consequences of the particular parity chosen may be and expen- 
ence has proved them to be, very different The respective cases 
of Germany and the United Kingdom show that the first effect 
of stabilising on the basis of the lower value of the currency is to 
cause an expansion of trade and a nse of pnces consequently, 
also, a fall in the volume of unemployment whilst the first 
effect of stabilisation on the bisis of the higher value of the 
currency is to cause a check to trade a fall in pnces and, conse- 
quently, an increase in the volume of unemployment 

These consequences ensue from the following considerations 
At the moment of stabihsation, let it be supposed the foreign 
value of the currency is lower than the internal value That is 
the same as sa3nng that a given volume of the currency will buy 
more domestic goods and services than it will of foreign goods and 
services Since the currency can now be bought at a fixed pnce 
the effect will be that the higher internal value will lead to a 
demand for that currency and since it is of the essence of a 
stabilised currency that it shall be mcreasable against gold or 
foreign exchange, more of it will be issued m response to foreign 
demand for the domestic products of the country m question 
Stabilisation tends to be accompanied by high rates of mterest, for 
stabilisation first clearly reveals how mflation has gutted the capital 
resources of a country Under the stimulus of such interest-rates 
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foreign capital flows in and the foreign currency which represents 
such capital supplies is sold to the Centred Bank, directly or in- 
directly This, again, leads to an increase in the supply of the 
local means of payment Thus stabilisations leads to a stabihsation 
boom, such as that through which Germany and Austna passed 
m the early stages of their stabilisation The paradoxical result 
emerges that more money is issued, whilst the currency, in spite of 
it, retains its fixed value m terms of gold and foreign exchange 
The immediate effects of stabilisation at the higher value of 
the currency stand in sharp contrast to those just set forth For, 
when the higher value is adopted as the basis of stabilisation, and 
the higher value is represented by the current exchange rate at 
the moment of stabilisation, exports wiU faU off and imports will 
be encouraged, since the currency buys more if it is employed to 
purchase foreign goods than if employed to buy domestic goods 
and services Under these circumstances, there arises what may 
be called an adjustment cnsis For either internal pnces are 
forcibly reduced to world level, in which case there will be a sharp 
economic cnsis aggravated it may well be by social unrest in the 
form of stnkes and lockouts (for the price of labour must fall if 
internal pnces fall), or the maladjustment will continue, entailing 
a prolonged penod of falling foreign trade and unemployment 
consequent thereon The position m the United Kingdom since 
the return to gold m April 1925 illustrates the nature and scope 
of such an adjustment cnsis 

The upward movement of pnces and the temporary boom 
which accompanies the adjustment of internal and external 
pnces to one another if stabihsation takes place at the lower 
(external) value of the currency cannot, however, continue 
indefinitely If internal pnces continue to rise a point will 
inevitably be reached when the domestic pnce level will be so 
high as no longer to equihbrate with world prices at the stabilisa- 
tion rate chosen The monetary authonties have, therefore, a 
difficult problem to solve, namely, to manage the transition from 
nsing pnces to stable pnces or, at any rate, to prices only moving 
as world pnces move Since the ‘ stabilisation boom ” is accom- 
panied — as it was in Austna and Germany — by a sharp upward 
movement of secunty pnces, the transition from rise to stability 
involves financial as well as industnal and social difficulties In 
fact, as expenence shows, the attainment of ultimate equilibrium 
is difficult without a depression For the check to the further 
upward movement of pnces itself liberates forces which produce 
a dechne of pnces and an increase of unemplo5mient The 
stahhsatton boom is followed in fact, by a stabthsahon cnsts, such 
as that which broke out m Germany m the autumn of 1925 and 
contmued through the greater part of 1926 
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The seventy of the adjustment cnsis and the magnitude of 
the stabilisation boom both depend on the margm between the 
two pnce levels which are to be brought into equihbnum In 
the case of the Umted Kingdom the usual estimate is that sterlmg 
was overvalued to the extent of some lo per cent , or, in other 
words, the domestic pnce level justified a rate of exchange some 
10 per cent lower than the one actually adopted The excessive 
decline in the dollar value of the pajjer mark at the end of 1923 
makes it probable that the degree of undervaluation of the mark 
abroad was a great deed more than this Whatever the actual 
divergence may have been in given cases, the greater the margin, 
the greater the possible initial stimulus to expansion in the one 
case, and the greater the resistance to be overcome in the other 

The choice of panty is important pnmanly because of its 
connection with the position of the working-classes for stabihsa- 
tion at the higher value of the currency, when that higher value 
IS the foreign exchange value, involves wage reductions or 
unemplo5mient, and it may be difficult to overcome the natural 
reluctance to a cut in wage rates, where the workers are strongly 
orgamsed and a sufficient penod of time has elapsed to give the 
wage rates which it is desired to reduce the sanction of habit and 
custom But the expenence of Germany m particular, shows 
that, when once inflation is stopped, another problem anses, of 
great social importance but affecting primarily the inveshng 
classes of society This is the problem of revalortsahon or 
Aufwertung 

The adoption of a new panty of exchange is equivalent to a 
permanent reduction m the money income of fixed income 
recipients Thus, in Germany, a new panty was estabhshed of 
I billion paper marks =i Rentenmark=i new Reichsmark All 
old debts were thus payable at one-bilhonth of their old value — 
that IS, they were virtually cancelled Since, under the circum- 
stances already explained, German mtemal pnces continued to 
rise, the position of ‘ old ’ creditors m Germany was really worse 
than appeared at first sight, for such remnant of money as still 
accrued to them lost further m its command over goods and 
services 

The position of the bond-holder, though the most stnking, 
is not by any means the sole case of meqmty resulting from 
stabihsation after a penod of inflation A vast number of new 
contracts are continually being entered mto and continue after the 
currency is stabihsed The terms of such contracts may, in some 
cases, prove to be unduly onerous to one or other party Apart 
from contracts which have not yet been detemuned, what should 
be done in those cases — ^for example, in which the pa5mient of a 
debt has been anitctpated, where, for example, mortgages have 
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been paid off in order that the debtor could take advantage of the 
failing value of money? The State being one of the largest of 
debtors, it is clear that pohtical pressure is certain to be apphed 
to force a revision of the situation But — qmte apart from the 
fact that a revision of the terms of pre-stabihsation loams will 
mcrease the burden of taxation — in certain cases, at any rate, no 
harm results to the creditor from the fall m the value of the 
currency in terms of which the loan is expressed Anyone pur- 
chasmg at a time when the exchange value of the currency was 
below the ultimate stabilisation level or was the same as the 
stabilisation level, had always discounted the fall in the value of 
the currency m the pnce he gave for the stock bought, or had even 
paid a pnce which more than discounted the fall in the value 
Is such a purchaser to benefit from revaluation to the same extent 
as a holder who had bought before any fall or only a slight fall, 
in the value of the currency had occurred ? And if the State is to 
suffer its loans to be revalonsed, are other debtors to suffer the 
same fate^ If existing contracts entered into at the time of 
inflation, are to be revalonsed, shall contracts already determined, 
by anticipation or because the due date fell within the penod of 
inflation, be reopened’ 

Such are the problems which the German Government has had 
to face in recent years,* and such are the problems which, as 
recent research has demonstrated, have had to be faced in the 
past They throw a good deal of light upon one of the arguments 
advanced in inflation even by those who, in general, recognise 
its evil effects, namely, that it enables painless extinction of 
National Debts contracted for unproductive purposes, such as 
war, to be effectuated That this is not a valid argument for 
inflation had been pointed out, generations ago, by Adam Smith * 
Such a ‘ pretend payment, ’ he argues, ‘ instead of alleviating, 
aggravates in most cases the loss of the creditors of the pubhc, 
and without any advantage to the public, extends the Ccilanuty 
to a great number of other innocent people It occasions a 
general and most pernicious subversion of the fortunes of pnvate 
people, ennchmg in most cases the idle and profuse debtor at the 
expense of the mdustnous and frugal creditor and transporting 
a great part of the national capital from the hands which were 
hkely to mcrease and improve it to those which are hkely to 
dissipate and destroy it When it becomes necessary for a State 
to declare itself bankrupt, in the same manner m which it becomes 
necesssuy for an mdividual to do so, a fair, open, and avowed 

1 The details too comphcated to be investigated here will be found 
in E L Hargreaves Restoring Currency Standards (King) and in a contn 
bution by the same author to London Essays m Economics (Routledge) 

* Wealth of Nations Book IV chap lu p 413 (Everyman Edition) 
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bankruptcy is always the measure which is both least dishonour- 
able to the debtor and least harmful to the creditor The honour 
of a State is surely very poorly provided for when, m order to 
cover the disgrace of a real bankruptcy, it has recourse to a 
juggling tnck of this kind, so easily seen through and at the same 
time so extremely pernicious ” Modern expenence tends to add 
to this exposure the further argument that pohtical pressure will 
very soon force the State to some revision of the evil it has done, 
an evil which is the greater because of the extreme difficulty of 
deciding what precisely ts to be done 

§3 the nature of the post-war 

GOLD STANDARD 

There are marked differences between the nature of the gold 
standard as it exists in the greater number of countnes to-day and 
as it used to be in pre-war days These differences may be 
summed up by sajnng that gold has ceased to be the principal 
medium of circulation and has had its functions reduced to those 
of currency norm or standard and of reserve medium 

So long as the currency legislation of a country provides for 
the issue of local currency at a fixed price against a tender of gold 
to the Mint or to the Central Bank the value of the currency in 
question cannot rise above the value of gold For if it does, gold 
will be sold for local currency and since there will now be more 
of the latter in existence its value will fall to the level of gold 
On the other hand so long as the local currency authonty is 
willing — whether obliged to do so by law or not — to limit the 
volume of the local currency so as to keep a unit of that currency 
at a fixed value in terms of gold the local currency cannot have 
a value less thin that of gold The simplest method of ensunng 
adequate limitation of quantity is to confer on holders of the 
local currency the nght to obtain gold or a currency or other 
circulating medium itself kept at par with gold The gold 
standard, m the widest sense of the word will obtain so long as 
these two conditions obtain de facto and de jure 

Currency systems of the kind now almost universally present m 
the world were known m pre-war days as Gold Exchange Standard 
Currencies In fact, this phrase was only mediately true The 
Indian rupee was indeed kept at par with gold by being hnked 
with sterling, but only so long as sterling itself was hnked with 
gold It was thus, in essence, a sterhng exchange standard and 
earned with it the danger that if, for any reason, the panty of 
sterhng with gold disappeared, the panty of the rupee with gold 
would also disappear Since the World War, this difference 
between a Gold Exchange Standard and a Sterling or Dollar 
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Exchange Standard has become fully recognised, and the currency 
arrangements of vanous countnes so adjusted as to make the 
currency convertible mto gold dtrecUy and not merely into the 
currency of some other country irrespective of whether or not 
such currency is at all times convertible mto gold Such a 
currency is now beginning to be known as a Gold Bullton Standard, 
the phrase having been invented by the Royal Commission on 
Indian Currency and Finance of 1925-26 To all intents and 
purposes it is the ‘ Economical and Secure Currency ’ advocated 
by Ricardo in 1816 It was given legislative sanction in the 
United Kingdom by the Gold Standard Act of 1925 In virtue of 
that Act, gold continues to be saleable to the Bank of England in 
unlimited quantities at the pnce of £3, 17s 9d per standard 
ounce, whilst, on the other hand, all forms of legal tender are 
convertible into gold at the Bank of England, the minimum 
quantity tenderable for the purpose of obtaining gold being the 
amount sufficient to buy 400 fine ounces of gold at the pnce of 

17s lo^d per standard ounce Put in round figures, that is 
equivalent to saying that £1700 of British currency is made equal 
in value to 400 ounces of fine gold an ounce of which is worth 
therefore, £4, 4s ii 4d The old par between the pound sterhng 
and gold is therefore, retained, but, though the sovereign is still 
full legal tender, the intention is that gold shall not circulate 
The provision of the Act by which only the Bank of England 
shall have the right to tender gold to the Mint for coinage purposes 
has no importance apart from the provision which entitles holders 
of paper currency only to obtain bar gold and not com 

In consequence of the cessation of a gold circulation ^ in a 
large number of countnes, the reserves of Central Banks are no 
longer to be regarded as reservoirs out of which seasonal changes 
in the demand for gold can be met Where the currency conforms 
to the gold bullion standard, the utility of gold reserves rests on 
the possibihty of meeting a drain of gold from abroad, and 
fluctuations m the size of the reserve, rather than the absolute 
amount of the reserve, are an index of the success with which the 
local currency authority is managing its affairs Where the 
currency conforms to the Exchange Standard t5q)e, and the local 
currency authonty converts on demand — either de facto or de 
jure — ^into dollars or sterhng, a gold reserve is really not necessary 
at all All that is required are assets in the shape of foreign bank 

1 The absence of a gold circulation is not necessarily tantamount to a 
legal interdiction of such circulation Thus both the Austrian and German 
currency laws make provision for the circulation of gold coins and the 
non repeal of the Comage Act of 1870 places the United Kingdom in the 
same category Gold still circulates m South Africa and Australasia and 
has recently been placed in circiilation to a limited extent in Holland 
And Switzerland to name only a few examples 
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balances, foreign bills of exchange, readily saleable fcn-eign 
secunties, payable m terms of the currency with which the 
local umt of account is kept at par From the standpomt of 
economy, the retention of a gold reserve by a country not on the 
gold bulhon standard represents waste On the other hand, 
tile War showed that assets kept in a foreign country are liable 
to sequestration and confiscation, whereas gold m the vaults of a 
Central Bank is completely under the control of the bank Thus 
certain countnes which are tn fact on the dollar exchange standard 
— ^for example, Germany — ^have m certain years been accumulating 
not inconsiderable gold stocks, whilst countnes nominally on a 
gold standard — Holland, for example — ^have kept considerable 
assets in the shape of foreign gold bills, bank balances, etc , and 
practise an exchange standard policy side by side with a gold 
standard policy ^ 

Since the currencies are mainly paper, the changing relations 
between the currency and the currency standard are better 
expressed by the reserve ratios than by the absolute amount of 
the reserve or of the currency outstanding In a certain number 
of cases however, the reserve ratio possesses no practical signi- 
ficance, because the reserves have not been adjusted to the 
permanent value round which, m all probability, the currency 
will m future circulate Thus the gold reserves of the Bank of 
France have not yet been adjusted to the value of 125 francs to 
the pound sterhng m the neighbourhood of which panty it is to be 
expected that the franc will m future be pegged Public opinion 
would m many cases have been won over to stabilisation much 
earlier than was actually the case had it been realised that on 
revaluation the reserve, and with it, of course, the reserve ratio, 
would appreciably improve and that by no means so much 
would need to be borrowed for the purpose of forming a stabihsa- 
tion reserve as might at first sight seem necessary In fact, 
worship of reserves has been a stumbling-block m the way of 
European currency reconstruction from the very beginning It 
is not always clearly realised that both the Austnan and the 
German currency stabilisation preceded the flotation of their 
respective ‘ Reconstruction Loans ’ The raising of large loans, 
at times at exceptionally high rates of interest, adds greatly to 
the cost of stabilisation and tends to direct attention from the 
really important problem — the adequate hmitationof the currency 
No reserve, however large, is capable of maintaining the value 
of the currency unless currency policy is such as to keep the 
volume of the currency at par The real object of the re- 
serve IS to meet emergencies, and it cannot permanently keep 
up the value of the currency if, after attempted stabilisation, 
* V^deespecai 3 ^yiAi'e Report of the Netherlands Bank 1925-26 pp lo-ii 
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Table IV — Gold and Stiver Stocks of Various Countries 


Country 

1 Gold 1 1 

Silver • 

At End 
of 1923 

1 At End 
of 1924 

At End 

of 1925 

At End 
of 1923 

At End 
of 1924 


Million $ 

Million $ 

Million $ 

Million $ 

Million 1 

Germany 

124 8 

19s 0 

303 5 

17 I 

62 5 

England 

754 4 

7570 

703 5 

301 7 

302 4 

France 

1069 0 

1069 9 

1070 5 

57 2 

59 0 

Italy 

329 b 

332 4 

332 9 

948 

116 8 

Austria 

I 3 

I 6 

2 1 

0 2 

0 08 

Russia 

45 3 

731 

93 9 

0 6 

34 5 

Belgium 

52 2 

52 5 

528 

145 

14 3 

Bulgaria 

7 b 

78 

80 

3 3 

3 3 

Czechoslovakia 

1 26 9 

27 I 

27 I 

157 I 

i6o I 





(Metallic 

(Metallic 





stock un 

stock un 





classified ) 

classified ) 

Denmark 

562 

5 b I 

5 b I 

17 

5 b 

Finland 

8 2 

84 

84 

0 2 

0 2 

Hungary 

4 b 

! b 9 

10 4 

0 1 


Yugoslavia 

13 3 * 

14 0 * 


3 3 

3 4 

Lithuania 

I 6 

3 I 

3 2 

0 02 

1 0 2 

Netherlands 

233 9 

202 8 

178 I 

43 3 

49 3 

Norway 

39 5 

39 4 

39 4 

67 

3 5 

Poland 

13 I 

20 0 

258 

50 

5 3 

Portugal 

9 3 

9 3 

9 3 

19 0 

49 

Roumania 

46 4 

47 8 

48 5 

I 0 

2 7 

Spam 

487 7 

489 2 

4895 

125 2 

125 7 

Sweden 

72 8 

b 3 5 

61 6 

3 5 

1 I 

Switzerland 

103 7 

97 b 

90 I 

43 2 

33 8 

USA 

4247 2 

4547 4 

4408 6 

809 0 

818 6 

Canada 

18^ 2 

208 4 

225 5 

28 0 

28 0 

Mexico 

236 s’* 

236 5* 


2 ^b 5 

23b 5 


(Unclassi 

(Unclassi 


(Unclassified 

(Unclassified 


fied ) 

lied ) 


metallic 

metallic 





stock ) 

stock ) 

British Honduras 

0 09 * 

0 oq2 


0 19 

0 19 

Cuba 

37 1 

37 I “ 


16 4 

16 4 

Haiti 

0 3 » 

03 ® 




Honduras 


0 os^ 



04 

Nicaragua 




0 3 

03 

British West Indies 




I b 

2 5 

French West Indies 

0 3 * 

i 0 3 * 


009 j 

0 09 

Argentine 

481 8 

453 2 

459 5 



Brazil 

48 7 

53 b 

54 3 



Colombia 

48 

9 3 

14 6 

12 7 

96 

Briti h Guiana 




0 7 

0 03 

Peru 

22 6 

22 5 

22 5 

4 7 


Uruguay 

57 4 

57 0 

57 7 

3 5 

3 0 

Venezuela 

10 7 

14 0 

16 I 

9 I 

9 0 

Egypt 

16 6 

Ib 5 

16 7 

36 2 


South Afnca 

60 6 

61 0 

54 4 

23 6 

0 2 

Australia 

121 6 * 

I 2 I 3 * 


. 4 

107 9 





(Metallic 

(M( tallic 





sto( k un 

stock un 





classified } 

classified) 

New Zealand * 

383 

37 b 

37 7 



China 

8 2 • 



u8 7 

13b 0 

Japan 

602 I 

598 6 

575 7 

172 6 


British India 

108 6 

108 6 

108 6 

429 2 

399 2 

Dutch East Indies 

62 9 

53 7 

73 4 

168 9 

Ib8 3 


1 From the League of Nations Memorandum on Currency and Central Banks 


* From the Mtnt Report of the USA 1925 
» Gold and silver Averages of last quarter 
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adequate hnutation is neglected, as the case of Poland sufficiently 
shows 

Table IV on p 643 and the following tables throw hght on the 
problems which have just been discussed 

Table IV shows how greatly the absolute gold holding of the 
Umted States still exceeds that of any other country In view of 
the fact that the currencies of France, Italy, and Spam are none 
of them yet legally stabihsed and that gold cannot be obtained on 
demand, their aggregate gold holdings, amounting at the end of 
1925 to nearly 1890 milhon dollars, are of httle effective import- 
ance The same remarks apply to the large stocks of the Argentine 
and Japan, though the stock of the latter country fell off not 
inconsiderably in the penod covered by the table The table 
also bnngs out clearly the effects of the gold policy of the German 
Reichsbank, the gold stock of Germany having more than doubled 
m the penod under survey whilst the decline in the Bntish gold 
holdings IS associated with the effects of the gold standard in the 
first year of its working, though a recovery was to take place 
dunng 1926 The silver stocks throw some light upon the 
token currency pohcy of certain States in Germany, for instance, 
the issue of fiduciary silver and other currency has been an 
important source of revenue since the stabilisation of 1924 

Of these tables. No VII is perhaps the most important, as it 
allows for the value of gold having nsen in terms of the depreciating 
currencies — ^that is, it gives ‘corrected” values and combines 
gold and other gold assets against the sight habihties of the banks 
It thus corrects the wrong impression which might be given by 
the low percentage of gold against notes in the case of the Austrian 
and Hungarian National Banks, which is due to the fact that the 
greater part of their reserves are kept in the form of gold assets 
and not in the form of gold itself, and by the high reserve ratio 
of the Bank of England and the Federal Reserve Bank against 
notes, which is due to the fact that their important deposit 
liabilities are excluded The table shows that, on the whole, a 
relatively high reserve ratio is still maintained but it also shows 
a considerable degree of dispersion, the reserve ratios varying 
between 15 per cent and 72 per cent , though over half the cases 
show a ratio of more than 60 per cent 

The table of the note circulation, again, reveals the tendency 
of the Latin countnes to increase, and of the “stabihsed” coun- 
tnes to remain stationary or to dechne The increase m the 
note issue of the Reichsbank is in part nominal, bemg due to the 
replacement of the Rentenmark notes ^ by Reichsbank notes 

^ Between 15th October 1924 and 15th November 1926 Reichsbank 
notes m circulation rose from 1397 miUions to 3010 miUions Rentenmark 
notes fell from 1790 to 1199 millions divisional currency increased from 
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Table V — Gold Reserves of the Prtnctpal Note-Issmng Banks 



At End 
of 

1923 1 

At End 
of 

1924 1 

At End 
of 

1925 ' 

At End of 1926 

German Reichsbank (milhon 
marks) 

467 

760 

1208 

1831 

Austrian National Bank 
(million schillings) • 

93 

II I 

14 8 

5* 5 * 

Hungarian National Bank 
(milhon pengo) ® 

26 

39 

59 

169 ® 

Bank of England (million 
pounds sterling) 

128 

128 6 

144 6 

151 I (29th Dec ) • 

Bank of France (million 
francs) 

i 5540 

5545 

5548 

5549 (30th Dec ) 

Bank of Italy (million lire) * 

1537 

1550 

1553 

2479’ 

Russian State Bank (million 
gold roubles) 

' 88 

142 

182 

164 (istjan 1927)* 

Netherlands Bank (million 
gulden) 

I 582 

505 

443 

414 (27th Dec) 

Swiss National Bank (mil 
lion francs) 

537 

506 

467 

472 

Bank of Sweden (million 
kroner) 

272 

237 

230 

224 

Bank of Spam (million 
pesetas) 

2527 

2535 

2537 

2557 

Federal Reserve Banks (mil 
lion dollars) ® 

2498 

2242 

1940 

2815 

Bank of Japan (million yen) 

1057 

1061 

1057 

1 1 19 (25th Dec)* 


^ From the League of Nations Memorandum on Currency and Central Banks 
vol 11 

® Up to 2nd January 1923 Austro Hungarian Bank Austrian section 
The schilling equal to o 69444 gold and 10 000 paper kronen was adopted as 
currency unit by Law of 20th December 1924 and introduced in the accounts 
of the National Bank as from ist March 1925 

® Up to 24th June 1924 Austro Hungarian Bank Hungarian section 
Ihe pengo equal to o 86316 gold and 12 500 paper korona was adopted as cur 
rency unit by Law of 6th November and introduced in the accounts of the 
National Bank as from 30th November 1925 

® Gold reserves from the three banks of issue at home and abroad 
® Total gold coin and bullion (% e gold held as assets of the Government 
gold against certificates Federal Reserve System and m circulation) — 


1923 

1924 

1925 

4247 

4547 

4409 


• From the Economist ist January 1927 

’ 8th January 1927 

• 15th January 1927 

• „ 5th February 1927 


VOL II 


4a 









646 


MONEY 


Table VI — Note Ctrcidakon of the most Important 
Note-Issmng Banks 






At End of 1926 • 

German Reichsbank (mil 
Uon marks) 

497 

I 942 

2 960 

3 736 

Austnan National Bank 
(million schillings) * 

713 

839 

890 

947 ’ 

Hunganan National Bank 
(million pengb) * 

93* * 

4514* 

418 1 

471 1 ’ 

Bank of England (million 
pounds sterling) * 

105 7 

loi 3 

i 

88 5 

84 5 (29th Dec ) 

Currency notes (mil 
lion pounds sterling) 

299 I 

2963 

296 8 

296 5 (29th Dec ) ® 

Bank of France (nullion 
francs) 

37 763 

40 604 

49 993 

52 907 (30th Dec ) 

Bank of Italy (million lire) 

12868 

13987 

15 242 

18 340 ® 

Russian State Bank (mil 
lion gold roubles) 

237 

411 

727 

885 (ist Jan 1927) ‘ 

Netherlands Bank (million 
gulden) 

I 066 

935 

875 

817 (27th Dec) 

Swiss National Bank (mil 
lion francs) 

982 

914 

876 

874 

Bank of Sweden (million 
kroner) 

576 

537 

530 

525 

Bank of Spam (million 
pesetas) 

4 338 

4 547 

4 440 

4 339 

Federal Reserve Banks 
(million dollars) 

2 238 

I 850 

1 822 

I 857 

Bank of Japan (million 
yen) 

1 704 

I 662 

1 500 

I 377 (25th Dec ) * 


* Korona 000 000 000 s omitted 

t Pengo 000 000 s omitted i pengo = i2 500 korona 

^ From the League of Nations Mentor afidum on Currency and Central Banks 
1913-25 vol 11 

* Up to 2nd January 1923 Austro Hunganan Bank Austrian section 

* Up to ist August 1921 Austro Hungarian Bank Hunganan section 
Up to 24th june 1924 National Office of Note Issue 

* Since 1919 excluding amount held in redemption account in respect of 
currency notes 

* From the Economist ist January 1927 

* 8th January 1927 

15th January 1927 

* 5th February 1927 


But, as previously explained, the rise in its note issue (and a 
similar explanation applies to Austna and Hungary) is in part 
due to the gradual adjustment of the domestic pnee level to that 
of the outside world 

352 to 690 millions and the notes of the pm ate note banks rose by 
174 nulhons (Report of the Commission of the Reichsbank November 1926 
P 3 t) 
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Table VII — Reserve Rattos of Central Banks * 




Gold Reserves as 
Per Cent of Notes 

Gold Foreign Assets 
as Per Cent of 
Notes Plus Sight 
Liabilities 



1924 

1925 

1924 

1925 

Reichsbank 


39 

41 

71 

61 

Austrian National Bank 1 

(a) 

■{b) 

I 

I 

2 

2 

42 

41 

62 

54 

Hungarian National Bank 

II 

14 

37 

42 

Bank of England 

{«) 

(b) 

104 

100 

44 

46 

Bank of France 2 | 

49 

32 

57 

38 

52 

36 

59 

41 

Bank of Italy * | 

[a) 

■(b) 

38 

28 

38 

28 

32 

21 

32 

24 

Russian State Bank 

27 ^ 

23* 

34 

15 

Netherlands Bank ® 


56 

51 

71 

72 

Swiss National Bank 


55 

53 

68 

69 

Bank of Sweden 


44 

43 

44 

53 

Bank of Spain 


77 i 

78 

52 

52 

Federal Reserve Banks 


158 

147 

70 

65 

Bank of Japan ® 


83® 

81 « 

63 

61 


♦ Based on the League of Nations Memorandum on Currency and 
Central Banks 1 91 3-1 925 vol 1 p 75 

1 Austria {a) Gold plus total net holdings of foreign assets (6) gold 
plus statutory foreign cover assets 

* France (a) Gold at home and abroad plus foreign assets (6) gold 
at home plus foreign assets 

® Italy (a) Cold at home and abroad plus foreign assets (b) gold 
at home plus foreign assets 

4 Russia only the gold in the Issue Department of the State Bank 

® Netherlands figures based on annual reports of March of the 
followmg year 

« Only gold reserves held as legal cover for notes All the other 
percentages refer to total specie reserves 


§4 THE PRODUCTION AND CONSUMPTION OF 
THE PRECIOUS METALS 

One of the features of relatively lower level of world 
prices m recent years has been the upward tendency of gold 
production The absolute maximum production was recorded 
in 1915 at 22 7 million fine ounces The minimum was reached m 
1922, when (partly m consequence of the stnke of the white 
miners on the Rand) the output dropped to 15 45 miUion fine 
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Table VIII — World Production of Gold, 1923 and 1924 
(From the Mtni Report, USA, for 1925) 



Calendar Year 1923 

Calendar Year 1924 

Country 

Kilos 

fine 

Ounces 

fine 

Value 

KUos 

fine 

Ounces 

fine 

Value 

Germany 

200 

6430 

% 

X32 920 

200 

6430 

1 

X32 920 

England 

France 

527 

x 6 943 

350 243 

6x6 

19 804 

409 383 
358 884 

Italy 

38 

1 221 

25 240 

540 

X 7 361 

Austria 

23 

739 

X 5 278 

61 

X 961 

XX 8^5 

Russia 

7 797 

250 673 

3 x8x 870 

17850 

373 877 

Belgium 

Bulgana 

Czechoslovakia 

104 

3 344 

69 126 

104 

3 344 

69 X 36 

Denmark 

Finland 

Hungary 

Yugoslavia 

X91 

6 140 

126 933 

243 

7 8 X 3 

x6z 488 

Netherlands 

Norway 

Poland 

Portugal 

Roumania 

I 500 

48 225 

998 899 

I 3x1 

42 X 49 

871 297 

Spain 

28 

904 

x8 692 

30 

987 


Sweden 

Switzerland 

Rest 

58 

I 864 

38532 

4 X 

I 3x8 


Europe 

xo 466 

338 483 

6955 723 

20 996 

673 023 

X 3 953 970 

USA 

75 474 

2 426 495 

50 160 103 

76 091 

2 446 338 

50 570 294 

Canada 

38 059 

X 223 601 

25 294 078 

47 446 

X 525 380 

51 532 403 

Mexico 

24313 

781 663 

X6 158 408 

24 797 

797 223 

x6 480 062 

Central America and West 
Indies 

3 009 

96 750 

2 000 000 

2 708 

87 075 

I 800000 

Argentine 

120 

3870 

80 000 

120 

3 870 

80 000 

Brajil 

4500 

X 44 675 

2 990 697 

4500 

144 673 

2 990 897 

Colombia 

8577 

275 738 

3 700 000 

8276 

266 063 

5 500 000 

British Guiana 

254 

8 170 

168 900 

197 

8 337 

13X 000 

Peru 

3 744 

120 372 

2 488 310 

3 744 

120 372 

2 488 310 

Uraguay 

Venezuela 

540 

II 

X 7 361 

227 
358 883 

540 

12 
X 7 361 

248 
358 883 

Chile 

2 003 

84 397 

I 331 208 

2 X07 

67 725 

I 400 000 

Ecuador 

I 320 

42 456 

877 646 

I 204 

38 700 

800000 

Rest of America 

X 797 

57 76a 

I X94 046 

2 327 

74 8x2 

X 546 50X 

America 

163 710 

5 263 321 

108 802 506 

X 74 057 

3 595 943 

1x5 878 398 

Transvaal Cape Colony 
and Natal 

284 575 

9 X 49 073 

189 128 124 

297 826 


X 97 934 904 

Rest of Afdca 

3 X 335 

1 007 449 

20 825 819 

32 042 


2x 295 44X 

Africa 

1 3x5910 

10 156 522 

209 953 943 

329 868 

10 605 268 

2x9 230 343 

Australia and New 
Zealand 

27 660 

889 258 

18 382 353 

23 420 

8x7 264 

16 894 343 

China 

2784 

89 500 

X 850 129 

3 337 

X07 300 

2 2x8 087 

Japan 

British India 

7691 

247 276 

3 XXI 647 

7691 

247 276 

5 xxx 647 

13 138 

422 307 

8 739 838 

X2 328 

398349 

8 193 239 

Dutch Bast Indies 

3 594 

XX 3 547 

2 388 368 

3869 

124 388 

2 571 327 

Rest of Asia 

8409 

270 383 

5 589 353 

8 003 

257 275 

5 3x8 352 

Asia 

35 8x4 

1x450x3 

*3 869 553 

33 228 

X 132 388 

23 4X2 67s 

World Total 

553 380 

17 790 597 

367 764 279 

583389 

x8 826 086 

389 X69 727 
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ounces Smce that time the tendency has been reversed the 
output for 1923 was 17 790 milhon fine ounces, and for 1924, 
18 826 milhon fine ounces The detailed figures for those two 
years — ^the latest available — as given by the Director of the 
Umted States Mint, wiU be found stated in Table VIII on p 648 
The question of the future production and consumption of 
gold has acqmred considerable importance dunng the last few 
years Not only are a large number of countries, formerly on 
the gold standard, returmng to some form of such standard, but 
the demand is made for an extension of the gold standard to 
new areas, such as China, and for alterations to be made in the 
existing systems of certain countnes — for example, India — ^which 
might have the efiect of increasing the total monetary demand for 
gold At the same time, the supphes of gold may be affected by 
increased consumption of gold in the "mdustnal arts” and by 
hoarding in India, Egypt, and the East generally 

An estimate of future production and consumption was 
presented to the Royal Commission on Indian Currency and 
Finance by Mr Joseph Kitchm of the Union Corporation ^ 
Broadly put, Mr Kitchm assumes that the world production of 
gold will be, in the aggregate, ;^395 million stg in the five years 
1925-1929 and £360 milhon stg in the penod 1930-1934 
Against this must be set the figures of consumption 


Industnal Arts (America and Europe) 

India 

China 


Estimated gold production 

Balance available as money 
Balance available rate per annum 


Five Years to 
1929 

Five Years to 

1934 

Million £ 

Million £ 

90 

no 

120 

no 

10 

15 

220 

235 

395 

360 

175 

135 

35 

27 


On these figures, the aggregate output and the balance avail- 
able for the monetary supply of the world are both falhng 
Though the World War concealed the underlying forces, Mr 
Kitchin beheves that the year 1920 concealed a real turning-point 

‘ Royal Commtsston on Indian Currency and Finance vol m Appendix 
81 But see also his asticle m the Review of Economic Statistics July 1926 
p 114 et seq 
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in the monetary history of the world "That year, the wnter 
believes from the evidence of the figures, commenced another 
penod of stationary or falling factors the end of which cannot 
yet be foreseen which would normally last, mth the world working 
on the gold standard as before the Warf until such time as the 
difference between the output and the demand for gold again 
permitted of a rapid increase in gold money per capita This 
difference can be obtained only m two ways, that is, by mcreased 
supply or lessened demand, or both — ^by new gold discovenes 
such as those of Califonua and Australia or of the Rand, or by the 
industnals India and Chma moderating their requirements All 
that can be said on that subject at present is that there is no 
indication at present of new gold discoveries of importance that 
the industrial arts, as time goes on and with a normal world, are 
hkely to exact a greater toll, as the pre-war figures and rate of 
increase suggest that India s demand pnor to the War was 
growing rapidly, and that Chma which is passing from the copper 
to the silver stage, should in time with increasing wealth progress 
towards the gold stage, as India has done before it ’ * 

Assuming that the statistical basis of this argument is sub- 
stantially correct and that the suppositions made prove ultimately 
to be venfied the result would prove to be a period of falling 
pnces Whether such a penod of falling prices is to be welcomed 
or not depends upon the opinion entertained as to the social 
consequences of a long-continued fall of prices Whether this be 
good or bad, it is probable that the experiences through which 
the world has passed in the last twelve years are likely to exert a 
considerably modifying influence For it is possible to protect 
oneself against the consequences of a certain result only if fore- 
knowledge of that result is obtainable If it really is certain that 
pnces ire hkely to fall it is possible to base economic action on 
the knowledge, and thus the situation is in fact, altered Bor- 
rowers, for instance, will be encouraged to protect themselves by 
hesitating to enter into long-penod contracts unless safeguarded 
against the pressure due to falhng pnces It is thus possible that 
the social consequences of falling prices in the future may be very 
different from what they were in the past 

In any case, one element of great uncertainty is present, 
which makes pessimistic forecasts as to the future of pnces at 
least premature The world is no longer ‘working on the gold 
standard as before the War, because gold is no longer in circula- 
tion as a medium of exchange as it was, on a great scale, in pre- 
war days It enters into the currency systems of the post-war 
world pnmanly as the constituent or part-constituent of the 

^ Italics not in onginal 

* Op nt p 521 
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reserves of Central Banks Under these conditions, a great 
measure of economy in the use of gold can be achieved by a 
gradual reduction of the reserve ratios maintained by the Central 
Banks There is no reason to suppose that the Central Banks of 
the world will not conduct their business just as safely with an 
average reserve ratio of 25 to 30 per cent , or 20 to 25 per cent , as 
they now do with reserve ratios varying between 40 and 60 per 
cent What is required is simply the re-education of the pubhc, 
and, in this respect, co-operation between the banks themselves 
is capable of doing much, because if the action taken is agreed 
upon by all the banks, it will prevent erroneous inferences from 
being drawn from the action of a single one of them It is m 
directions like these rather than in the adoption of some plan for 
permanently keeping the pnce level at or near some arbitrary 
level by the aid of index numbers that immediate co-operation 
between Central Banks can most usefully be attempted It is, 
at any rate desirable to insist that if certain experts — notably 
Professor Gustav Cassel and Mr Kitchin — are inclined to regard 
the price level as likely to fall there are others, including the 
distinguished South African economist, Professor Lehfeldt, who 
think that economy m the use of gold is more hkely to produce 
the opposite effect — that is, a nse of prices * Professor Lehfeldt 
has, therefore recently revived the idea of an international 
control of the sources of gold output, so as to stabilise pnces by a 
gold valorisation” scheme, which would check the output of 
gold as prices rose 

If the future value of gold is thus still a matter of uncertainty, 
it would appear that the future value of silver is hkely to fall 
rather than to nse The ratio of silver to gold, which was as high 
as 15 31 in 1920, a figure higher than any reached since the 
beginning of the sixties of the nineteenth century, fell rapidly 
thereafter fhe ratio in the four subsequent years was 25 6 
27 4, 29 5, and 27 8 The same tendency to a falhng value of 
silver IS illustrated by the London pnce of silver, which fell 
especially rapidly in the second half of 1926 under the influence 
of the ‘beansh’ sentiment aroused by the Report of the Royal 
Commtsston on Indian Currency and Finance, since it was feared 
that the adoption of the scheme recommended by the Commission 
would involve a considerable decrease in the Indian consumption 
of silver and in consequence of disturbed conditions m China 
The fact is that silver is largely a joint-product of other forms of 
mining, so that a drop in the pnce of silver does not necessarily 
directly affect the volume produced Thus, though the average 
pnce of standard silver in the London bullion market fell from 
6i|f pence in 1920 to 36|f pence in 1921, the output m 1921 
^ Vide Controlling the Output of Gold by R A Lehfeldt p ao 
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was 171 3 million fine ounces agamst Z73 3 million fine ounces 
in the previous year, whilst the output has risen considerably 
smce then Tables IX and X throw light upon these matters 


Table IX — Prtce of Stiver tn London 



Highest 

Lowest 


Highest 

Lowest 


I^ce 

Pnce 


Pnce 

Pnce 

1924 

Pence 

Pence 

1925 

Pence 

Pence 

January 

34 t^ 

33 i 

July 

32! 

3 ii 

February 

34A 

33 A 

August 

32 j 

31H 

March 

33}^ 

33A 

September 

33 t^ 

32I 

April 

33 iV 

34^ 

October 

33A 

32 f 

May 

35 i 

32 j| 

November 

32 i 

31H 

June 

35 i 

34 i 

December 

32 tV 

31* 

July 

34 i 

34 i 



August 

34 i 

33 f 

1926 



September 

35A 

34A 

January 

3IH 

30M 

October 

36A 

34 i 

February 

3 ii 

30A 

November 

34 i 

33 i'V 

March 

3 °!% 

304 

December 

33 t 

31J 

April 

May 

30A 

301V 


1925 



June 

30A 

30 jV 

January 

32A 

3 ii 

Jtily 

3 o| 

29# 

February 

32I 

32 i 

August 

29I 

284 

March 

32A 

31A 

September 

28H 

264 

April 

31H 

31A 

October ! 

26| 

244 

May 

31J 

3 irV 

November j 

26 

24 l% 

June 

32J 

3 if 

December 

25A 

* 4 iV 


Figures January 1914 to June 1925 from the Report of the Director of 
the Mint USA 1925 

Figures July 1925 to December 1926 from the Economist 


The nse in the pnce of silver dunng and immediately after 
the War resulted m considerable economy in the use of silver for 
monetary purposes, through the substitution of small notes for 
silver com and by alterations in the metalhc content of new silver 
coins issued Changes by which small notes would be replaced 
by silver and by which the pre-war fineness of the silver com 
would be restored would, of course, assist the silver market The 
inauguration of the gold standard m China and of the gold bulhon 
standard in India would not necessarily reduce the value of silver, 
provided that no attempt were made in these areas actually to 
circulate gold coins As the wealth and population of these areas 
increased, the demand for silver would nse also 






APPENDIX 653 

Table X — World Production of Stiver, 1923 and 1924 
(From Mint Report, USA, 1925) 


Calendar Year 1923 I Calendar Year 1924 


Country 

Kilos 

fine 

Ounces 

fine 

Value 
( $0 70028 
per Ounce) 

Kilos 

fine 

Ounces 

fine 

Value 
(»o 744S6 
per Ounce) 

Germany 

116 734 

3 752 998 

$ 

2 628 149 

1 16 734 

3 752 998 

$ 

2 794,332 

England 

I 077 

34 625 

24 247 

969 

31 153 

23 195 

France 

6626 

213 025 

149 177 

4 599 

147 858 

no 089 

Italy 

12 000 

385 800 

270 168 

13 300 

427 595 

318 370 

Austria 

441 

14 178 

9 929 

i 892 

28 678 

21,352 

Russia 

6 000 

192 900 

135,084 

6,221 

200 000 

148 912 

Belgium 

Bulgaria 







Czechoslovakia 

Denmark 

Finland 

Hungary 

Yugoslavia 

21 844 

702 285 

491 796 

21 844 

702 285 

5*2.893 

764 

24 562 

17 200 

972 

31 250 

23 267 

Lithuania 

Netherlands 

Norway 

9 267 

297 934 

208 637 

13 200 

424 380 

315 976 

Poland 

Portugal 

637 

20 479 

14 341 

II 631 

373 937 

278 418 

Roumania 

2 000 

64 300 

45 028 

2 246 

72 209 

53 764 

Spam 

86 414 

2 778 210 

I 945 525 

89 579 

2 879 966 

2 144 307 

Sweden 

Switzerland 

18 

578 

405 




Rest 

5 977 

192 160 

134 566 

II 840 

380 656 

283 421 

Europe 

269 799 

8 674 034 

6 074 252 

294 027 

9 452 965 

7 038 296 

USA 

2 279 808 

73 295 810 

51 327 590 

2 033 183 

65 366 840 

48 669 534 

Canada 

552 246 

17 754 706 

12 433 265 

613 882 

19 736 323 

14 694 877 

Mexico 

Central America 

2 826 099 

90 859 083 

63 626 798 

2 845 603 

91 486 136 

68 116 917 

andW Indies 

77 760 

2 500,000 

I 750 000 

83 550 

2,686 150 

2 000 000 

Argentme 



Brazil 

890 

28 613 

20 037 

890 

28 613 

21 304 

Colombia 

98 

3 150 

2 206 

90 

2 900 

2,159 
6 478 

Guiana 

264 

8 500 

5 952 

271 

8 700 

Peru 

Uruguay 

580 242 

18 654 793 

13 063 578 

580 242 

18 654 793 

13 889 613 

Venezuela 

84 

2 700 

I 891 

84 

2 700 

2 010 

Chile 

103 810 

3 337 491 

2 337 178 

104 438 

3 357688 

2 500 000 

Bohvia 

162 141 

5 212 826 

3 650 438 

141 051 

4 534 781 

3 376 417 

Ecuador 

2 333 

75 000 

52 521 

2 177 

70 000 

52 119 

America 

6 585 775 

21 1 732 672 

148 272 154 

6 405 461 

205 935 624 

153 331 428 

Transvaal Cape 







Colony and 
Natal 

42 735 

I 373 930 

962 136 

43 534 

I 399 626 

I 042 105 

Rest of Africa 

5 297 

170 303 

119 250 

12 504 

402 010 

299 320 

Africa 

48 032 

I 544 233 

I 081 395 

56 038 

I 801 636 

I 341 425 

Australia and 







NZ 

429 819 

13 818 701 

9 676 959 

334038 

10 739 314 

7 996 064 

Chma 

3 no 

100 000 

70 028 

3421 

no 000 

81 902 

Japan 

III 893 

3 597 351 

2 519 153 

109 952 

3 534 943 

2 631 977 

British India 

151 262 

4 863 066 

3 405 507 

165 138 

5 309 203 

^ 953 020 

Dutch E Indies 

49 113 

I 578 983 

I 105 730 

64 799 

2 083 256 

I 531 109 

Rest 

3 126 

100 494 

70374 

3 152 

loi 354 

75 464 

Asia 

318504 

10 239 894 

7 170 792 

346 462 

n 138 756 

8 293 472 

World Total 

[7 651 929 

246 009 534 

172 275 552 

7 436 026 

I239 068,295 

178 000,685 
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Altmann S P 499 note 
Austrian monetary system 
Alternative 1786 124 
Foreign exchange pre war policy 
435 

Gold standard movement 199 
Silver coinage suspension 76 
Vienna Currency Convention 126 
127 149 150 151 441 

Balance of indebtedness 422 
Bamberger Ludwig 147 165 170 181 
388 

Bank Acts (Germany) 1871-75 156 

et seq 

Bank currencies special 45 
Bank of England war time financial 
measures 220 

See English MoNtxARV System 
Bank of Prussia see Reichsbank 
Barter origin and development of 5 
6 7 

Belgian monetary system 

Gold standard expansion 179 
Silver standard 1832 130 
Bezant coins 37 
Bilateral transfers 293 et seq 
Bills of exchange 417 
Bimetallism 
Definition 358 
Discussion of problem 442 
Movement in 1878 184 
Bland Act 1878 185 187 188 373 
Brandis 20 note , 

Capital 

International movement of 474 
Transfers various forms 296 et seq j 
3H 

Capnvi Count 201 
Cassel Gustav 217 
Chinese currency stabilisation 204 
Clearing houses 456 
Clemenceau 9 234 
Cobden Richard 138 note 
Coinage 

Abrasion see that title 
Esthetic requirements 349 et seq 
Divisionary 36 365 
Fmeness and weight early forms 
22 

Fmeness regulation of 367 et seq 
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Coinage (continmd) 

Fluctuations in value 39 43 44 
Free coinage definition 37 
Functions monetary embodied by 

24 

Gold see that title 
Industrial uses melting for 483 
Invention of 19 
Oldest stamped coins 20 21 
Pieces of different value demand 
for 347 

Restricted currencies with 72 
Seigniorage charges 371 372 388 
Silver see that title 
Smal coins circulation 46 
State manufacture development of 
27 

Technical requirements 349 et seq 
Token money see that title 
Types various 34 et seq 
Weight standards 366 
See also Mi nunc 

Control of monetary circulation 407 
Cost of living statistics 522 582 
Credit money 392 et seq 
Credits 

I ong and short term 475 
Rates of interest 475 568 
Currency policy 1893 to Great War 
198 

Currency standards 
Concept of 353 

Differentiation by characteristics 
361 

Free and normative 353 
Sub groups of free currencies 359 
Sub groups of normative currencies 
356 

Debasement of coins 21 32 35 40 
48 

Denmark gold standard adoption 

175 

Discount rates 542 544 567 
Divisionary money 36 365 
Double standard 
Definition 356 363 
English monetary system 52 et seq 
Ratio of value 537 
See also Bimetallism 
Ducats 38 

Eastern exchanges war and post war 
rates 273 

Fconomic conception of money 276 
et seq 

Economic intercourse 
Obiects of 291 et seq 
Processes of 292 et seq 
Electrum coins 21 35 
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English monetary system 

Double standard 1717-18 120 
Double standard abolished 57 
Foreign exchanges war time 
measures 263 
Free coinage for gold 61 
Free nght of coinage 58 59 
Gold currency developments 120 
Gold standard establishment of 60 
Gold standard genesis of 57 
Great War financial measures 21 1 
et seq 

Guinea legal tender value 56 
Historical account 54 
Legal tender limits 61 
Note issue post war 243 244 
Post war financial measures 236 

^ 243 244 

Silver demonetisation 1798 12 1 
War loans and taxes 227 231 

English wholesale prices 1860-1913 
555 

English wholesale prices 1913-22 570 

571 

Exchange 

Money as medium i 
Outer and Inner exchange 
value 512 

Exchanges see Foreign Exchanges 

Falkner Roland 518 

Fineness of coinage fluctuations in 40 
ei seq 

Fisher Irving 519 note 
Florenes 37 38 

Foreign exchanges 

Balance of international indebted 
ness 422 et seq 
Banks influence of 420 
Bills of exchange 415 seq 
Definition 412 

Disturbances caused by war 257 
et seq 592 

Favourable and Unfavour 
able 419 

Fluctuations free currencies 432 
Fluctuations gold and silver cur 
rencies 425 

Fluctuations money value afiected 
by 548 et seq 

German rate 1923 Table 274 
Gold points upper and lower 419 
London exchanges 1923 Table 275 
Par of exchange 412 et seq 
Regulation of rates 434 

Free coinage of gold Enghsh law of 
1816 61 

Free nght of coinage 58 

French monetary system 

Foreign exchanges in war time 264 
Franco Prussian War effects of 153 
et seq 478 


French monetary system (conttnued) 
Gold and silver relative values m 
128 et seq 135 et seq 
Gold standard expansion 178 179 
Great War financial measures 212 
et seq 231 

Latin Union see that title 
Paper money 66 69 
Pans Conference 1867 142 152 
French wholesale pnces 1860^1922 
555 570 571 

Functions of money 302 et seq 
Carrier of value 331 
Exchange medium 296 304 
Payments 296 309 
Transfer of capital 296 314 

Geiler F 624 625 
German monetary system 

Alternative system 1750 123 
Bank note issues 163 164 165 
Changes in 1871-1914 Table 174 
Franco Prussian War effects of 153 
et seq 

Gold circulation introduced 149 et 
seq 

Gold standard administration con 
ditions 168 

Gold standard demand 1871 154 
158 

Imperial treasury notes issue 163 
209 374 

Legal tender limits 160 
Legislation from 1871 156 et seq 
Middle Ages 37 
Money of account 41 
Paper issues 162 
Paper token money 405 
Reform of the currency 147 et seq 
Reich coins 1871-1914 173 
Reichsbank see that title 
Silver coinage suspension 155 
Silver sales and deliveries 1873- 
1879 170 

Silver standard 1830 126 
Talers as credit money 392 
Talers demonetisation 171 172 
Temtonal corns suppression 161 
163 

Token corns linuts 160 
Treaty trade coins 127 
World currency movement 152 
Germany war and post war conditions 
Capital losses 597 
Coal value loan 1923 509 

510 

Constant purchasing power currency 
618 et seq 

Cost of hving index numbers 519 et 
574 ^^9 582 

Creditor and debtor relations 605 
et seq 
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Germany war and post war conditions 
(continiAed) 

Finanaal developments due to war 
209 et seq 

Foreign exchanges collapse 259 et 
seq 270 598 

Indebtedness of Reich 241 
Industrial production problem 6x2 
et seq 

Loan banks 221 

Money m post war penod 234 et 
seq 

National income 605 
Paper circulation growth of 594 
Prices wholesale Tables 1860-1922 
555 570 571 

Public finance and depreciation of 
money tit et seq 
Reparations debt 234 
Rye bonds and bills 509 
Securities quotations and yields 
1922-23 584 

Share capital earnings 1922 590 
Stock exchange index numbers 523 

585 

Taxation 241 617 
Treasury bills and note issue 242 
Wages and salaries 525 
Wages prices and cost of living 
Tables 1921-23 579 580 581 
War changes in money value 597 
et seq 

War loans 226 et seq 
Giffen Sir R 560 note 
Gold coins 
Adoption 37 

Changes m monetary use 115 seq 
Fixed ratio for 52 
Fluctuations in value 50 et seq 
Increased circulation 135 et seq 
Types of 35 
Gold metal 

Adaptation as money substance 345 
Changes in supply 1913-20 Table 
240 

Industnal consumption statistics 
486 et seq 

Money value and gold relation 
between 247 et seq 
Prices 247 et seq 252 et seq 
Silver and gold value ratio 108 109 
Wholesale pnees 1850-73 557 
Gold production 

Australian and Califonuan dis 
covenes 133 
Dimimshing 182 
General development 82 et seq 
Money value of 1873-1914 Tables 
558 et seq 563 

Output 1871-1910 Table 183 
Production 1493 to present day 
87 et seq 557 et seq 


Gold production {continued) 

Production m impor^t areas 
Table 98 

World production Tables 86 97 
107 206 238 

See also Precious Metals 
Gold reserves of leadmg banks dunng 
and after war 245 246 
Gold standard 
Definition 356 
English system 60 et seq 
Expansion of 175 et seq 
Simple 363 

Token money with 400 
Gold Standard Act 1925 59 note 
Goods and money 

Difference between i 25 
Fluctuations in exchange rates 548 
et seq 

Transfers various processes 292 et 
seq 

Value developments Table n8 
Goschen Rt Hon G J 560 note 
Great War financial effects 
Cost of war 2^.3 224 
Currency and currency metals 
relation between 244 
Currency crises 218 
Foreign exchange disturbance 257 et 
seq 424 

Germany 209 et seq 
Goods and money exchange ratios 
513 

Inflation in neutral states 233 
Loans and taxes 226 et seq 
Monetary institutions generally 208 
Neutrals protection against gold 
215 et seq 

Paper money issues 220 et seq 
Prices general developments 570 
et seq 

Prices gold and silver 247 et seq 
252 et seq 

Greek monetary systems 35 

Heyn Otto 535 536 

Hildebrand Richard 284 449 450 

451 452 

Hindenburg Marshal 223 
Hoffmann J G 48 151 
Hohenlohe Prince 201 
Holland see Netherlands 
Hultsch F 20 note 
Hume David 476 

Index numbers see Cost of Living 
Prices 
India 

Balance of indebtedness and trade 
balance 192 193 428 429 
Council bills 192 200 
Exports nse 1840-66 134 
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India (cofUtnued) 

Foreign exchange war time rates 
271 

Limping gold standard 200 
Mints opemng to silver 1895 201 
202 

Silver currency legislation 74 183 
190 191 et seq 372 395 
Silver imports 1841-70 134 
International monetary conferences 
Pans 1867 142 

International monetary organisation 
411 et seq 

See also World Currency 
Italian monetary system 
Comage 37 

Foreign exchange regulation 265 
Great War financial measures 215 
Money of account 41 

Japan 

Foreign exchange war time rates 
269 

Gold standard adoption 201 
Great War financial measures 216 
Wholesale pnces 1913-22 570 571 
Jevans W Stanley 517 

Kalkmann P 55 note 120 note 175 
Knapp G F 23 note 80 note 283 
note 391 392 396 397 398 399 
417 426 429 430 437 493 494 
508 

Knies K 281 note 299 495 496 
498 500 

Koch F M von 46 note 
Koppel Dr A 500 note 

Latin Union 

Common standard of currency move 
ment 439 440 

Formation of 140 141 note 142 
Sliver legal tender coins 1874-79 
Table 1 80 
Law s Bank 66 
Legal tender 

Characteristics of 362 
Limits 390 et seq 

Lexis Wilhelm 39 note 55 note 81 85 
88 100 loi 120 note 130 note 
186 

Limping gold standard 200 362 
363 

Liverpool Lord 343 
Loans 

Coal value and rye loans 
509 510 
Foreign 474 
German war loans 226 
Locke John 446 494 533 
Lydian coins 21 35 


Mark Banco 45 47 371 
Marx Karl 494 
Measurements primitive 8 
Menger A 303 327 449 451 452 
461 512 

Metallic currencies with restricted 
coinage 72 
Mexico 

Currency Law 1904 372 
Gold exchange standard 204 
Meyer Eduard 20 note 22 note 
Michaelis Otto 388 
Mill John Stuart 447 
Mint par of exchange \12 et seq 
Mintmg 

Costs of 46 371 372 388 
State monopoly origin and develop- 
ment 2y et seq 
See also Coinage 
Monetary systems 

Control of circulation 407 
Currencies freed from metallic base 
76 et seq 

Currency standards see that title 
Development 4 et seq 
Differentiation by characteristics 361 
Divisionary money 365 
English see that title 
Foreign exchanges see that title 
German see that title 
Great War disturbance of 208 et 
seq 

Organisation problem 44 
Post war displacements 236 et seq 
Restricted coinage 72 et seq 
Uniform 350 

Unit of account in 364 et seq 
Monev 

Bullion and money value relation 
between 377 seq 
Concept development of 29 
Concrete forms of 284 et seq 
Definition of 276 
Demand theory of 445 et seq 
Determinative factors in demand 

450 

Fluctuations in demand 463 et seq 
Functions of see that title 
Intrinsic value see Value of Money 
Mystical influences connected with 
12 

Precious metals see that title 
Purchasing power changes in 51 1 
et seq 530 

Qualifications of 341 seq 
Supply of 469 et seq 530 
Money of account 39 et seq 
Montesquieu 494 

Netherlands 

Foreign exchanges war time de- 
velopment 266 
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Netherlands (continued) 

Gold and silver relative values 131 
Gold standard adoption 175 176 
Pnces 1913-22 570 571 
Silver coinage restnction 73 
Newmarch W 517 
Newton Sir Isaac 56 
North German Union 153 
Note circulation of leading banks 
Table 246 

Palgrave Inglis 518 
Paper currency 
Austrian 70 
Convenience of 348 
Deficiency of paper standard 66 
359 363 

English paper 67 243 244 
First systems of 66 et seq 
Forced issues 65 

French paper 1720 1848 1870 66 
69 

Great War paper issues 71 220 et 
seq 

Increased post war circulation 240 
et seq 

Monetary character of 286 
North American 67 
Note circulation changes in Table 
246 

Paper within a metallic system 405 
Prussian 1806 69 
Redemption 65 
Russian 70 

Stable currency argument 619 et 
seq 

Supply and purchasing power 490 
530 

Treasury notes 69 
Types of 374 

United States 68 242 243 244 
Parallel standards 44 52 356 363 
Parieu Esquirou de 141 
Pans conference 1867 142 152 
Philippovich Eugen von 325 note 
Pistoles 38 
Pittman Act 1918 254 
Precious metals 

Changes in monetary use of 115 
et seq 

Coinage see that title 
Definitive consumption 488 
Fluctuations in relative values 50 

51 

Gold see that title 
Industnal uses for 481 484 et seq 
International distnbution 471 473 
Minting 27 46 371 372 388 
Money value in relation to metal 
377 et seq 

Production statistics 80 et seq 86 
107 206 238 469 


Preaous metals (continued) 
Qualifications for monetary use 342 
et seq 

Silver see that title 
World production Tables 86 107 
206 238 

World stocks for money uses Table 
206 

World s supply for money uses 
Table 238 
Pnces 

Changes due to War 519 
Definition of 321 

Gold and silver pnces 247 et seq 
252 et seq 557 

Index numbers Sij et seq 554 et 
seq 

Margmal utility exchange value 
526 

Rise in wages and pnces 513 
Trade cycle fluctuations effect on 
565 et seq 

Wages pnces and currencies re 
lation between 573 
Wholesale 1850 to War 554 et seq 
Wholesale war and post war years 
570 et seq 

Purchasing power of money 
Changes in 511 et seq 
Constant currency with 618 

Rapidity of circulation 452 et seq 
Reichsbank 

Cash transactions impenal 165 
Control of circulation 407 
International business 167 
Note issues 166 230 375 
Tax free note contmgent 167 
War time financial policy 209 et seq 
Resumption Act 1819 67 
Ridgeway William 9 10 
Roman monetary system 29 36 
Roscher W 494 
Russell H B 146 note 
Russian monetary system 

Bolshevist revolution effect of 235 
Foreign exchange regulations 436 
Gold payments war 211 
Gold standard expansion 199 
Note circulation 232 
Paper money 70 

Sauerbeck A 517 354 
Scandinavia see Sweden and Nor- 
way Denmark 
Schaefer Carl A 436 note 
SchJieffen Count 227 
Schmoller 9 41 
Scholtz Adolf von 444 
Schorling 458 
Schurtz H 9 13 
Seigmorage 371 372 388 
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Sherman Act 1890 185 x86 187, 
201 254 373 
Silver corns 

Changes m monetary use 115 ei seq 
Depreciation causes and effects 175 
et seq 183 188 
Fixed ratio for 52 
Fluctuations in value 50 et seq 
India 74 183 190 191 372 395 
Pnces before and after War 247 
et seq 252 et seq 

Suspension of free comage 73 et seq 
Silver metal 

Germany sales 1873-79 170 
Gold and silver ratio of value 108 
109 112 113 

Industrial consumption 487 
London prices 1848-21 112 113 
Rise and fall in price 252 et seq 
Silver production 
Averages Table 103 
Development of 82 et seq 
Output 1493 to present day ggetseq 
Output 1851-1920 105 
World production Tables 104 107 
See also Precious Metals 
Silver standard 

Definition 356 363 
Restricted coinage 363 
Token money with 400 
Simmel 5 note 6 8 9 13 31 496 
497 498 499 500 501 
Soetbeer Adolf 50 51 81 82 note 
85 88 89 98 99 loi 115 170 
485 517 554 

South German Monetary Union 1837 
126 148 150 
Standard money 2 
Suess Edward 96 182 
Sweden and Norway 
Foreign exchanges development 268 
Gold standard adoption 175 
Great War financial measures 217 
Prices wholesale 1860-1922 555 

570 571 

Swiss monetary system 
Foreign exchanges development 267 
Gold standard expansion 80 
Great War financial measures 215 

Talers 38 171 172 392 
Token money 61 62 64 373 382 391 
English brass 47 

Gold and silver currencies 400 et seq 
Paper tokens 405 et seq 
Value hmitation 385 386 
Trade cycle fluctuations effect on 
pnces 565 


Unilateral transfers 292 et seq 
Umt of account 364 et seq 
United States of Amenca 
Bimetallism conferences 184 
Commissions gold and silver standard 
ratios 131 203 204 
Gold standard movement 177 201 
Great War financial measures 216, 
232 

Paper post war issues 242 243 244 
Pnces wholesale 1860-1922 555 

570 571 

Silver circulation upkeep 1853 139 

Value of money 
Changes in 540 547 554 591 
Conditions regulating 377 et seq 
Essential nature of 493 et seq 
Exchange Inner and Outer 

51^ 

Exchange ratio 525 et seq 
Fluctuations 548 et seq 591 
Gold production and 558 563 et seq 
Intnnsic and functional 76 et seq 
503 et seq 534 

Marginal utility theory 526 et seq 
Measurement of 495 
Nominal value in any system 383 
Premium value or agio 384 
Prices affected by 540 et seq 565 
573 

Standard or full value 382 
Statistics $16 et seq 
Supply and demand 528 529 
Supply and purchasing power 530 
Wages and salaries affected by 541 
578 et seq 
Values 

Estimation development of 8 
Stability of value 17 
Traditional ratios of 13 
Valuta money 396 400 
Vienna Currency Convention 1857 
126 127 149 150 151 441 

Wages 

Changes in money value effect of 
541 578 et seq 

Germany salaries and wages 1921- 
23 578 580 581 

Pnces effect of nsing wages on 562 
Pnces wages and currencies re 
lations between 562 573 
War and post war wages 513 
Wagner Adolf 287 note 
World currency 
Movement for 141 
Problem of 438 
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